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EXECUTIVE SUMMARY 
LIBERTY BLACK MOUNTAIN SEWER 

DOCKET NO. SW-02361A-15-0206 ET AL. 

Liberty Black Mountain Sewer is an Arizona public service corporation (“Liberty Black Mountain” 
or “Company”), formerly known as Black Mountain Sewer Corporation. The wastewater utility is 
engaged in providing wastewater utility services in portions of Maricopa County, Arizona. The 
Company’s system is located in and around the Cities of Cave Creek, Carefree, and Scottsdale, 
Arizona. The Company served approximately 2,053 customers during the test year ended 
December 31, 2014. The Company’s current rates were approved in Decision No. 71865 
(September 1, 201 0) using a test year ending June 30, 2008. The Company does not provide 
water utility service for the area. The Cities of Cave Creek, Carefree, and Scottsdale provide 
water utility services for the jurisdiction of Liberty Black Mountain Sewer. 

Rate Application: 

The Company-proposed rates, as filed, produce total operating revenue of $2,296,777, an 
increase of $56,929 or 2.54 percent, over adjusted test year revenue of $2,239,848. The 
Company-proposed revenue will provide operating income of $294,082 and an 8.62 percent rate 
of return on its proposed $3,412,024 fair value rate base (“FVRB”), which is its original cost rate 
base (“OCRB”). 

The Residential Utility Consumer Office (“RUCO”) recommends rates that produce total operating 
revenue of $1,956,556, a decrease of $284,244 or a negative 12.68 percent, from the RUCO- 
adjusted test year revenue of $2,240,800. RUCO’s recommended revenue will provide operating 
income of $236,994 and a 7.32 percent return on the $3,235,735 RUCO-adjusted FVRB / OCRB 
rate base. 

Rate Desiqn: 

The Company proposes a substantial change to the commercial customers based on a flat 
monthly minimum and, in part, on water usage while maintaining the current flat monthly rate for 
its residential customers. The commercial customers had previously been charged according to 
Engineering Bulletin 12, which was designed by the Arizona Department of Environmental Quality 
(“ADEQ”) whenever water usage data was not available. The Company has one effluent 
customer, Boulders Resort, and proposes the same current charge of $150 per acre foot, or 
.46051 cents per 1,000 gallons of effluent water, produced from the wastewater treatment plant. 
The base rate’s monthly residential bill would experience an increase of $1 3.96, or 21.40 percent, 
from $65.24 to $79.20. The reason for a 21.40 percent monthly increase in residential customers’ 
bills is due to eliminating the use of the ADEQ Bulletin 12 and shifting revenues from the 
commercial to the residential customers. 

RUCO recommends the same flat monthly rate design for residential customers, and a monthly 
minimum charge plus a monthly water usage rate design for the commercial customers. RUCO 
recommends the present $150 per acre foot for the one effluent customer. The recommended 
rate structure conforms to those regularly adopted by the Commission in recent years. There is 
not any current water usage data to express the change that will be experienced by the 
commercial customers. However, by eliminating the use of Bulletin 12 and introducing water 
usage as the basis of billing commercial customers, they will see a substantial decrease, based 
on water usage, as has been the direction given by the Arizona Corporation Commission (“ACC”). .. 

11 
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RUCO’s analyst, John Cassidy, will provide testimony and recommendations filed under 
separate cover that supports RUCO’s recommended cost of capital for this case. 
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1. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Timothy J. Coley. I am a Public Utilities Analyst V employed by the 

Residential Utility Consumer Office (“RUCO”). My business address is 11 10 West 

Washington Street, Suite 220, Phoenix, Arizona 85007. 

Briefly describe your responsibilities and capacity as a Public Utilities 

Analyst V. 

In my capacity as a Public Utilities Analyst V, I am responsible for analyzing and 

examining accounting, financial, statistical and other information to prepare reports 

based on my analyses that present RUCO’s recommendations to the Arizona 

Corporation Commission (“Commission” or “ACC”) on utility revenue requirements, 

rate design and other matters in the interests for fair and reasonable rates for 

residential utility ratepayers. I also provide expert testimony on these same 

matters. 

Please state your educational background and qualifications in the utility 

reg u I ato ry fie Id . 
Appendix 1, which is attached to this testimony, describes my educational 

background and includes a list of the rate cases and regulatory matters in which I 

have participated. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations regarding 

Liberty Black Mountain Sewer’s (“Liberty Black Mountain” or “Company”), formerly 

known as Black Mountain Sewer Corporation, rate Application for a determination 

of the current fair value of its utility plant and property for a determination of a 

permanent increase or decrease in its rates and charges based thereon for utility 

service. The test year utilized by the Company in connection with the preparation 

of this Application is the 12-month period that ended December 31, 2014 (“Test 

Year” or “TY). 

What is the basis of your testimony in this case? 

I performed a regulatory audit of the Company’s application and current and past 

records. The regulatory audit consisted of examining -and testing financial 

information, accounting records, and other supporting documentation and verifying 

that the accounting principles applied were in accordance with the Commission- 

adopted NARUC Uniform System of Accounts (“USOA). 

How is your testimony organized? 

My testimony is presented in eight sections. Section I is this introduction. Section 

II provides a background of the Company’s requested revenue requirements. 

Section Ill is a summary of the Company’s filing and RUCO’s over-all 

recommendations. Section IV presents the summary of RUCO’s recommended 

rate base and operating income adjustments. Section V presents RUCO’s 
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summary of other issues. Section VI presents RUCO’s recommended rate base 

adjustments 1 -1 0. Section VI1 presents RUCO’s recommended operating income 

adjustments 1 - 17. Section Vlll presents RUCO’s recommended positions on 

other issues requested by the Company in this proceeding. 

II. 

Q. 

A. 

BACKGROUND 

Please provide an overall background as it relates to this Application. 

Liberty Black Mountain Sewer is an Arizona public service corporation regulated by 

the Commission. The Company is engaged in providing wastewater utility service 

in a portion of Maricopa County in and around the Cave Creek, Carefree, and north 

Scottsdale area. It served approximately 2,053 customers during the TY ended 

December 31 2014. The Company’s current rates were approved in Commission 

Decision No. 71 865 (September 1, 201 0) utilizing a TY ending June 30,2008. The 

present rates went into effect on September 1, 201 0. 

An overwhelming majority of the residential ratepayers have been complaining of 

odor problems emanating from or around the Company’s wastewater treatment 

plant for the past ten-years. The Company said it has tried everything that is 

feasibly possible from an engineering perspective to mitigate the odor problems. 

The Commission ordered the Company to close and decommission the wastewater 

treatment plant with certain conditions as stated on pages 11-12 in Decision No. 

73885 dated May 8, 2013. However, one of the five Commission conditions set 

3 
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forth in Decision No. 73885 referenced above prior to actual plant closure and 

diverting the wastewater flows to the City of Scottsdale is as follows: 

c. Successful renegotiation of the Effluent Agreement with the 

Boulders Resort to allow termination of the agreement with little 

to no cost to BMSC upon closure of the treatment plant; 

Over the course of this proceeding, it appears that Liberty Black Mountain Sewer, 

Boulders Resort, and other interested parties have reached an agreement. The 

principles of which are incorporated in a “Memorandum of Understanding (“MOU”).” 

RUCO fully supports its constituents - residential ratepayers - desire to close the 

said wastewater treatment plant and for the Company to move forward in 

decommissioning the plant and diverting the wastewater flows to the City of 

Scottsdale for treatment. Although RUCO supports Black Mountain’s ratepayers 

desire to close the plant, it does not change RUCO’s revenue requirement 

recommendations, which will be discussed throughout the remainder of my 

testimony. 

111. SUMMARY OF COMPANY FILING AND RUCO OVER-ALL 

RECOMMENDATIONS: 

Please summarize the Company’s proposals in its filing. 

The Company-proposed rates, as filed, will produce total operating revenue of 

$2,296,777, an increase of $56,929 in base rates, or 2.54 percent, over adjusted 

Q. 

A. 
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test year revenue of $2,239,848. The Company-proposed revenue will provide 

operating income of $294,082 and an 8.62 percent rate of return on its proposed 

$3,412,024 fair value rate base (“FVRB”) which it requested to be its original cost 

rate base (“OCRB”) in this proceeding. 

In addition to the Company-proposed $56,929 base rate increase, it is proposing 

four-surcharge mechanisms as highlighted below: 

1. Plant Closure Surcharge - $8.57’ per month for each customer; 

2. Rate Case Expense Surcharge - $6.09* per month for each 

custom e r; 

3. Purchased Power Adjuster Mechanism (“PPAM”); and 

4. Property Tax Adjuster Mechanism (“PTAM”). 

RUCO recommends the Commission deny all four of the Company’s proposed 

surcharges shown above. 

Q. 

A. 

Please summarize RUCO’s recommendations for Liberty Black Mountain in 

this filing. 

RUCO recommends rates for Liberty Black Mountain that produce total operating 

revenue of $1,956,557, a decrease of $284,244 or (1 2.68) percent, from the RUCO- 

adjusted test year revenue of $2,240,800. RUCO’s recommended revenue will 

~ 

The Company-proposed surcharges #I and #2 are estimated costs and does not represent actual costs. 
* Ibid. 

5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of Timothy J. Coley 
Docket No. SW-02361A-15-0206 et al. 

provide operating income of $236,994 and a 7.32 percent return on the $3,235,735 

RUCO-adjusted FVRB and OCRB. 

RUCO normalized a fair and reasonable amount of rate case expense in base rates, 

which will be discussed in detail later in this testimony, and recommends the costs 

related and found allowable for plant closure be placed in base rates as two 

separate utility plant in service (“UPIS”) accounts and depreciated over 25-years 

and 20-years respectively. RUCO recommends that the plant closure costs less 

the additional Scottsdale capacity required to be purchased be depreciated over 

25-years or at 4 percent. The additional Scottsdale capacity of 120,000 gallons per 

day be depreciated over the life of the Scottsdale agreement. At this time, RUCO 

is not certain of the length of the new agreement between the Company and City of 

Scott sd a I e. 

RUCO’s recommended treatment is similar to the third-allotment of treatment 

capacity acquired from the City of Scottsdale, which is reflected in Company 

Schedule B-2 on page 3 at line 31. However, due to the recent MOU reached 

between the interested parties regarding plant closure costs, RUCO did not rate 

base any actual costs incurred by the Company for plant closure. The MOU, as 

previously referenced, shifted costs among the various interested parties. 

Therefore, it would be premature to include a cost for plant closure at this juncture 

of the proceeding. However, RUCO estimated the plant closure costs incurred to 

the most recent available to RUCO and from information shared at a meeting 

6 
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between the Company and RUCO to determine an approximate impact on the 

revenue requirements recommended by RUCO at this stage of the proceeding. 

The Company informed RUCO that an agreement has been reached between the 

interested parties to close the plant. RUCO will reflect the plant closure costs 

derived during the negotiation of the MOU and reflect the amounts in its rebuttal 

filing. However, Phase I I  of Commission Decision No. 73885 set forth some 

parameters of the plant closure surcharge that will require the Commission to 

reopen that Decision via Section 40-252 of the Arizona Revised Statues. One of 

those parameters in Decision No. 73885 on page 23 at lines 25-26 stated, “Only a 

single surcharge filing request will be permitted and no additional “true-ups” will be 

permitted until the Company’s post-completion rate case.” Another parameter set 

forth in that Decision on page 24 at lines 4-6.stated, “The closure -surcharge shall 

not exceed $1 5 per month, per customer, and shall be discontinued upon issuance 

of a Decision in the Company’s first rate case following completion of the closure 

project.” RUCO does not view the current Company’s plant closure meeting either 

one of those parameters as set forth in Phase II of Decision No. 73885. Therefore, 

RUCO is not including any amounts in its revenue requirements at this time. 

RUCO is also encouraged by discussions with Company representatives that this 

proceeding can be settled between the parties without any further rate case 

expense to either the Company or ratepayers. This case begs the question of, 

“Why did this Company file this rate case to begin with?” From what RUCO can 

7 
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tell, the Company had to scratch and claw to get its revenue requirement to reflect 

a positive increase rather than RUCO’s recommended decrease to the overall 

revenue requirement. 

Q. 

A. 

IV. 

Q. 

A. 

What test year did the Company use in this filing? 

The Company’s rate filing is based on the twelve months ended December 31 , 2014 

(I‘,,,,). 

SUMMARY OF RUCO RECOMMENDED RATE BASE AND OPERATING 

INCOME ADJUSTMENTS: 

Please briefly summarize the rate base adjustments addressed in your 

testimony before providing more detail and rationale for each adjustment 

later in your testimony. 

RUCO recommends and summarizes its nine recommended rate base 

adjustments, which decrease rate base by $1 76,288 below as follows: 

RUCO Rate Base Adjustments: 

1. Utilitv Plant in Service (“UPIS”) and Accumulated Depreciation (“ND”) 

Reconstruction - This adjustment reflects RUCO’s recommended TY end UPlS 

and A/D balances since the last rate case for Liberty Black Mountain Sewer. I 

began with the last Commission approved UPlS and A/D balances per Decision 

No. 71865 dated August 25, 2010. I then reconstructed all plant additions, 

retirements, and adjustments at the approved depreciation rates to the instant 

8 
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case TY end using the half-year depreciation methodology for plant additions, 

adjustments, and retirements. The adjustment produces a zero affect to UPlS 

but increases AID by $58,209 for a net decrease to rate base of $58,209. 

2. Plant Account Reclassifications - This adjustment reclassifies plant additions 

that were originally recorded to one account but at the recommendation of 

various Commission Staff data requests (“DR) in DH-3 the Company agreed to 

reclassify certain costs to more appropriate accounts. In addition, there were a 

few duplicate invoices recorded twice and plant additions that should have been 

charged to other sister companies (i.e., LPSCO, Gold Canyon, and/or Rio Rico). 

The adjustment decreases UPlS by $7,683 and increases A/D by $46,245 for a 

net decrease to rate base of $53,928. 

3. Remove Three Allocated Corporate Accounts UPlS & A/D Balances - This 

adjustment removes three allocated corporate accounts from the Company’s 

UPlS and A/D balances. These are new Company-proposed allocations that 

should already be included in the corporate allocations being charged down to 

the subsidiaries like Liberty Black Mountain Sewer. The adjustment decreases 

UPlS by $97,465 and decreases AID by $2,208 for a net decrease to rate base 

of $95,257. 

4. Correct Allowance for Funds Used During Construction (“AFUDC”) Rate 

Approved in Prior Commission Decision No. 71 865 - This adjustment makes a 

correction to the AFUDC rate as filed in this proceeding. The adjustment 

decreases UPlS by $31 7 and de minimis affect to A/D for a net decrease to rate 

base of $317 per Company response to RUCO DR 1.33. 

9 
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5. Advances in Aid of Construction (“AIAC”) - This adjustment converts expired 

AlAC or Line Extension Agreements (“LXA”) to ClAC per the Arizona 

Administrative Code (“AAC”) in Section R14-2-606. The adjustment decreases 

AlAC by $1,129,184 and increases ClAC by the same amount in the period in 

which it was converted from AlAC to CIAC. The impact to rate base is zero in 

the period converted from AlAC to CIAC. 

6. Contributions in Aid of Construction (“CIAC”) & ClAC Accumulated Amortization 

(“AA) - This adjustment is directly tied to the previous AlAC adjustment briefly 

explained above and is also per the Arizona Administrative Code (“AAC) in 

Section R14-2-606. The adjustment increases ClAC by $98331 7 and 

increases ClAC accumulated amortization by $375,838 for a net decrease to 

rate base of $607,679. 

7. True-up of Scottsdale Capacity Agreement Loads) Costs per Loan Notes - This 

adjustment establishes a regulatory liability for the amount ratepayers were 

overcharged during the Scottsdale Capacity Agreement, which is from January 

1, 1997 through June 30,201 6 or 19 %-years when the new rates are estimated 

to become effective for the current rate case. The loan notes to acquire the 

Scottsdale wastewater treatment capacity clearly indicates monthly payments 

due at the end of each month for the 20-year notes made by the parent 

Company. The Company has calculated the annual payments as a capitalized 

lease, which the Company vehemently denies in response to several data 

requests and RUCO agrees. The adjustment establishes a gross regulatory 

10 
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liability of $51,451 and amortizes it over 2 %-years ($20,581) or at a 40 percent 

per annum rate. The net impact decreases rate base by $30,871. 

8. lntentionallv Left Blank 

9. Accumulated Deferred Income Taxes (“ADIT) - This adjustment is largely 

driven by the previous AlAC and ClAC adjustments. The previous UPIS, ND,  

and AlAC converted to ClAC adjustments produce an increase to the ADIT 

liability balance by $377,821, which is a reduction to rate base. 

1O.Allowance for Working Capital - This adjustment reduces rate base by $81,391. 

It is comprised of two components. The first component is cash working capital 

or the lead/lag study, which results in a $78,098 decrease to rate base. The 

second component is prepayments, which reduces rate base by another $3,293 

for a total decrease to rate base of $81,391 ($3,293 + $ 78,098 = $81,391). 

Q. 

A. 

Please briefly summarize the operating revenue and expense adjustments 

addressed in your testimony before providing more detail and rationale for 

each adjustment later in your testimony. 

RUCO recommends and summarizes its nine recommended operating revenue 

and expense adjustments, which increase total operating income by $1 53,968, as 

shown below: 

RUCO Operating Income Adjustments: 

1. Depreciation Expense - This adjustment decreases depreciation expense by 

$253,139. 

11 
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2. Propertv Tax Expense - This adjustment decreases property taxes by $31 1 to 

adjust property taxes to RUCO’s adjusted TY amount. 

3. lntentionallv Left Blank 

4. Revenue Accrual Fix - This adjustment increases revenues by $952 to true-up 

bill count revenues to the amount the Company accrued in the TY. 

5. Miscellaneous Expense - This adjustment removes an expense related to 

Liberty Utilities Canada and decreases miscellaneous expense by $268. 

6. lntentionallv Left Blank 

7. Scottsdale Capacitv Expense - This adjustment decreases the Scottsdale 

Capacity Agreement loan expense amount by $2,702. 

8. Intentionally Left Blank 

9. Chemicals Expense - This adjustment increases chemical expense by $4,773, 

which RUCO partially agrees with. This will. be discussed later in this testimony. 

I O .  lntentionallv Left Blank 

11. Intentionally Left Blank 

12. lntentionallv Left Blank 

13. Algonquin Power Utilities Corporation (“APUC”) Allocations - This adjustment 

decreases the APUC allocations by $27,147 per Decision No. 71 865, which was 

the last Black Mountain Sewer rate case. 

14. lntentionallv Left Blank 

15. Intentionally Left Blank 
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16. Rate Case Expense -This adjustment decreases the Company’s total rate case 

expense requested by $350,000 and normalizes the expense in base rates 

rather than a surcharge as proposed by the Company. 

17.Income Tax Expense - This adjustment increases income tax expense by 

$92,444. 

V. 

Q. 

A. 

SUMMARY OF OTHER ISSUES: 

Please summarize RUCO’s positions on the other issues as requested in the 

Company’s filing. 

RUCO summarized its positions in the Summary Section Ill of this testimony earlier 

on the other issues as requested by the Company in its filing. The other issues 

pertained to the Company’s request of the following four issues: 

1. Plant Closure Surcharge - $8.573 per month for each customer; 

2. Rate Case Expense Surcharge - $6.0g4 per month for each 

customer; 

3. Purchased Power Adjuster Mechanism (“PPAM”); and 

4. Property Tax Adjuster Mechanism (“PTAM”). 

Again, RUCO recommends the Commission deny the Company’s four surcharge 

mechanisms above, which will be discussed in more detail later in this testimony. 

The Company-proposed surcharges # I  and #2 are estimated costs and does not represent actual costs. 
Ibid. 
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Q. 

A. 

Q. 

A. 

VI. 

Q. 

A. 

Does that complete RUCO’s summary of the overall revenue requirements, 

rate base and operating income adjustments, and position on the other 

issues as filed by the Company in this proceeding? 

Yes. 

Please continue to RUCO’s rate base adjustment recommendations. 

The next section of RUCO’s testimony will address each rate base adjustment that 

RUCO recommends in this proceeding below: 

RUCO RECOMMENDED RATE BASE ADJUSTMENTS 1 - I O :  

Rate Base Adjustment #I - Reconstruction of Utility Plant in Service (“UPIS”) and 

Accumulated Depreciation ( “ND”)  Balances: 

Has the Company proposed a new UPlS depreciation methodology in this 

case? 

Yes. The Company has proposed the vintage group depreciation methodology in 

this rate filing. The vintage group depreciation methodology groups assets per 

NARUC plant accounts by the vintage year that the asset was placed into service. 

For this particular rate filing, the Company utilizes eight vintage year periods for 

UPlS and depreciates each group of assets by vintage year period separately. The 

first of the eight vintage year periods assumes that all UPlS that was approved in 

the Company’s last rate case, which utilized a TY end of June 30, 2008, is placed 

into the first vintage year group. The second vintage group includes all the plant 

additions and retirements that took place during the period of July 1, 2008 through 

14 
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December 31, 2008. The last six vintage periods include all plant additions and 

retirements that took place in each of the subsequent years of 2009, 2010, 201 1, 

2012, 2013, and TY end 2014. Once any of the eight vintage asset groups are fully 

depreciated, the depreciation process ceases for that vintage year group because 

depreciation is the process of allocating the cost of an asset to depreciation 

expense “over its useful life in a rational and systematic pro~ess.”~ 

When the original cost of assets equals the accumulated depreciation balance for 

the same vintage year group of assets, that group of assets are fully depreciated 

with a net book value of zero (i.e., Cost of Asset $100 - Accumulated Depreciation 

Balance $100 = Net Book Value $0.00). Thus, in that example, the Company has 

recovered its cost of the asset. The depreciation process ceases as defined by the 

earlier referenced textbook definition of depreciation. The depreciation process is 

further exemplified in the Arizona Administrative Code (“AAC”) in Section R14-2- 

102 that states, “Depreciation means an accounting process which will permit the 

recovery of the original cost of an asset less its net salvage over the service life.” 

The depreciation process allows for recovery of the original cost. 

Intermediate Accounting, Tenth Edition, D Kieso, J Weygandt, T Warfield; page 81 
15 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of Timothy J. Coley 
Docket No. SW-02361 A-I 5-0206 et al. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did RUCO utilize the same vintage group depreciation methodology, as 

proposed by the Company, when reconstructing its UPlS and accumulated 

depreciation (“ND”) balances since the last approved balances in Decision 

No. 71865? 

Yes and no. Yes, RUCO utilized the same eight Company-proposed vintage year 

groupings as discussed earlier, but no, RUCO did not utilize the Company’s 

depreciation calculation process or formulae to depreciate assets on a going 

forward basis in reaching its recommended TY end accumulated depreciation 

balances for each group of assets. 

Please explain why RUCO did not use the Company’s depreciation 

calculation process or formulae as utilized by the Company in its filing. 

As stated earlier from the two sources and references, the. Intermediate Accounting 

text and Arizona Administrative Code, the depreciation process must be a “rational 

and systematic” process. The Company’s formulae for calculating depreciation on 

a going forward basis produce results that are neither “rational” nor “systematic.” 

Why aren’t the Company’s depreciation formulae neither rational nor 

systematic? 

The first six-months, July 2008 through December 2008, clearly identifies that a 

flaw exists in the Company’s formulae that fails the “rational” test. Upon RUCO’s 

initial review of the Company’s B-2 Plant Schedules on page 3.6, the Company’s 

depreciation expense column for the six-month period of July through December 

16 
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2008 uses an argument in its formulae of 8/12th’s. The 8/12th’s supposed to 

represent the number of months remaining in calendar year 2008 to depreciate the 

assets. The Company’s last TY in 2008 ended on June 30, 2008, which leaves 

only 6/12th’s or six-months of twelve months to depreciate through the end of 2008. 

Since 8/12 is greater than 6/12, that one revision by itself to correct the errant 8/1 2fh 

to 6/1 2th fraction should generate less depreciation. The exact opposite occurs as 

shown in Exhibit 1 on pages 1 and 2. Page 1 of the exhibit shows the Company’s 

result using the errant 8/12th calculation as filed. Page 2 of the exhibit shows the 

Company’s result using the correct 6/12th calculation as corrected. Once this error 

was pointed out to the Company’s rate consultant, Mr. Bourassa corrected it and 

sent RUCO a revised schedule reflecting the change. Rather than the accumulated 

depreciation balance showing a lesser amount for the correction of the 8/12th to 

611 2th, the accumulated depreciation balance increased by approximately $61,000 

as shown in the exhibit. It is a simple conclusion to reach that the Company’s 

depreciation formulae are producing irrational rather than “rational” results. 

The Company’s depreciation formula also fails the second and last criteria of 

depreciation, which is the “systematic” criterion for depreciation. Generally, the 

Company utilizes the half-year convention for plant additions and retirements. The 

definition for half-year convention is to “charge one-half year’s depreciation in the 

year of acquisition and in the year of disposal.”6 The half-year year convention 

Intermediate Accountinq, Tenth Edition, D Kieso, J Weygandt, T Warfield; page 559. 
17 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Direct Testimony of Timothy J. Coley 
Docket No. SW-02361A-15-0206 et al. 

essentially assumes all annual periods’ plant additions and retirements are made 

at the mid-point of the year. 

The Company’s depreciation expense calculation for plant additions and 

retirements is predicated on the lesser or minimum of what would have been 

normally depreciated had the previous vintage year group of assets not been fully 

depreciated. The Company’s depreciation formula often depreciates the full 

amount of the plant addition in the year acquired. This depreciation method is 

haphazard at best and fails the “systematic” approach as well as the “rational” 

criteria defined by depreciation itself. 

Q. 

A. 

Does RUCO’s recommended depreciation process and expense formula 

remedy the Company’s flawed formula the produces results that are neither 

“system at i c” nor “ rational ? ’ ’ 

Yes. RUCO’s recommended depreciation formulae results in both a “systematic” 

and “rational” depreciation process that is easily quantifiable in all scenarios, when 

utilizing the half-year convention for depreciation, and eliminates the Company’s 

haphazard depreciation process and results discussed earlier. 

18 
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Q. 

A. 

Q. 

A. 

What adjustments does RUCO recommend to UPlS and AID to adhere to the 

definition and process of depreciation referenced in the Arizona 

Administrative Code as well as the textbooks? 

RUCO did not make any adjustments to UPlS in this particular reconstruction 

exercise. Therefore, RUCO recommends no adjustment here for UPIS. Although, 

for all the reasons mentioned earlier and flaws inherently found and discussed in 

the Company’s depreciation formulae, RUCO recommends increasing the AID 

balance by $58,209 to implement a rational and systematic depreciation process 

and result. 

Rate Base Adiustment #2 - Plant Reclassifications per Staff Data Request (“DR) 

DH-3, Remove Duplicate Invoices, and Remove Plant Items Erroneously Charged 

to Black Mountain Sewer: 

Please describe RUCO rate base adjustment #2. 

This is just a conforming adjustment that Staff raised in DR DH-3 that questioned a 

number of plant classifications the Company had made in its filing. It also identified 

a few invoices that were either double-counted or erroneously charged to Black 

Mountain rather than to the appropriate Gold Canyon Sewer system. RUCO made 

the appropriate adjustments identified in the Company’s response to RUCO DR 

6.03. That DR response summarized the plant reclassifications to which the 

Company had agreed with Staff. RUCO made a separate adjustment utilizing a 

copy of its plant reconstruction schedules in order to obtain an A/D adjustment to 

19 
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properly account for the different depreciation rates due to reclassifying assets from 

one account to another. 

Q. 

A. 

Q. 

A. 

What adjustments does RUCO recommend to UPlS and A/D to account for 

this conforming plant reclassifications, double-count of invoices, and assets 

charged to the wrong Liberty Utilities system? 

RUCO recommends an adjustment that reduces UPlS by $7,683 and to increase 

the A/D balance by $46,245 to account for the plant reclassifications, double-count 

of invoices, and assets charged to the wrong Liberty Utilities system. I will note that 

RUCO did not accept reclassifying all of the active carbon media previously 

capitalized by the Company and was recommended to be expensed by Staff in DR 

3.7 for $7,143. While on the field inspection with Company representatives on 

October 16, 2015, RUCO was informed by Company personnel that the active 

carbon media for the treatment plant had a life of two-years rather than a one-year 

life, which makes half of the $7,143 expenditure an annual expense while the 

remaining half should remain as a capitalized item. 

Rate Base Adiustment #3 - Removal of Allocated Corporate Plant: 

Please explain this adjustment that removes three allocated corporate 

accounts for land, structures and improvements, and computers and 

software from Company Schedule B-2 on page 3 at lines 34-36. 

During my experience working on Liberty Utilities’ rate cases, I cannot recall having 

encountered previous corporate plant allocations being included in the UPlS 

20 
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accounts. I did not see any accounting support, such as invoices, that supports the 

plant. Therefore, I removed the plant accordingly. 

Q. 

A. 

Q. 

A. 

Did RUCO request accounting support, such as invoices, for the corporate 

plant? 

Yes. In RUCO DR 3.1 1, RUCO asked why there was no AID recorded on Schedule 

B-2 on page 4 for the computers and software account. The Company stated it was 

an “oversight” and that $264 should be recorded for the A/D balance in that account. 

During the course of getting a formal response to RUCO DR 3 in general, RUCO 

again asked the Company for the support for the $264 A/D oversight in its filing. 

RUCO was initially told by the Company that it would send the support with the rest 

of the responses to RUCO DR 3. Despite numerous requests the Company has 

not provided the requested.support. 

What adjustment was necessary to remove the three accounts identified as 

allocated corporate plant? 

RUCO decreased UPlS by $97,465 for the three allocated plant accounts. After 

adding the Company’s oversight of the A/D balance for computers and software, it 

was also necessary to remove $2,208 of A/D that was said to be related to the same 

plant in question. 
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Q. 

A. 

Q. 

A. 

Rate Base Adiustment #4 - Allowance for Funds Used Durinq Construction 

(“AFUDC”): 

Please describe RUCO’s AFUDC recommended adjustment #4. 

In response to RUCO DR 1.33, the Company identified that it had “erroneously 

used a 9.6 percent WACC in its application schedules.’’ The Company further 

stated, “The Company agrees that this needs to be corrected in the AFUDC 

calculation to reflect a 9.41 percent WACC,” which was the correct overall rate 

return authorized in the prior Commission Decision No. 71 865. 

What adjustment was necessary to correct the AFUDC rate, which was 

authorized in Commission Decision No. 71865, used by the Company in it rate 

Application from the erroneous 9.6 percent to the authorized rate of 9.41 

percent? 

The necessary adjustment to account for the correct AFUDC rate authorized in 

Decision No. 71 865 decreased the UPlS balance by $31 7. The impact to A/D is de 

minimis and was not calculated due to the lack of detailed information provided by 

the Company to RUCO DR 1.33. If the Company wishes to propose an adjustment 

to A/D in its rebuttal testimony, RUCO will review the Company’s calculation for the 

A/D at that time for the appropriateness of it and will reflect the appropriate 

adjustment to AID in RUCO’s surrebuttal testimony. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Rate Base Adjustment #5 - Advances in Aid of Construction (“AIAC”): 

Please describe RUCO’s Advances in Aid of Construction (“AIAC”) 

adjustment #5. 

There were four AlAC or Line Extension Agreements (“LXA”) that were expired 

under the contractual terms provided in the Company’s response to Staff BAB 1 .I 5 

and by the Arizona Administrative Code (hereafter referred to as the “Code”) in 

Section R14-2-606. The Code states the following regarding LXA: 

If after five years from the utility’s receipt of the advance, the advance 

has not been totally refunded, the advance shall be considered a 

contribution in aid of construction and shall no longer be refundable. 

Did RUCO adhere to the five-year rule as stated in the Code and convert the 

AlAC to ClAC at the end of fifth year? 

No. RUCO adhered to the actual contractual terms as stated in the LXA’s. When 

the stated contractual period ended, RUCO converted the AlAC to ClAC at that 

point in time. 

What adjustment was necessary to AlAC to appropriately convert the AlAC to 

ClAC as dictated by the Company’s own contractual terms with the 

developers that is further supported by the Code in Section Rl4-2-606? 

It was necessary to decrease the Company’s AlAC balance by $1,129,184 for two 

reasons. The first reason was to properly recognize and account for a $254,251 

double-count of a LXA that was originally filed in the Application. The second 
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reason was to adhere to the expired LXA’s contractual terms. The reduction to 

AlAC simply shifts the same $1,129,184 to ClAC in the same time periods. Thus, 

there is no rate base impact at the time of converting AlAC to ClAC since both items 

are a reduction to rate base. However, the conversion of the AlAC to ClAC does 

impact depreciation expense on a going forward basis at TY end in 201 4, which will 

be discussed in the operating income adjustments’ section of this testimony later. 

Q. 

A. 

Rate Base Adiustment #6 - Contributions in Aid of Construction (“CIAC”) and 

Accumulated Amortization (“NA”): 

Please explain RUCO’s Contributions in Aid of Construction (“CIAC”) and 

Accumulated Amortization (“NA”) adjustments #6. 

RUCO’s ClAC and N A  adjustments are companion adjustments to RUCO’s AlAC 

adjustment #5 previously discussed. The $98351 7 of AlAC that RUCO converted 

to gross ClAC shows up here in this adjustment. The $145,667 difference between 

RUCO’s previous gross AlAC adjustment #5 of $1,129,184 and RUCO’s ClAC 

adjustment #6 here of $98331 7 is due to the Company’s inclusion of a double count 

of a LXA. The $145,667 difference is reflected on RUCO Schedule TJC-5 in 

adjustment # I  on that schedule. Otherwise, the AlAC and gross ClAC adjustments 

would both reflect a decrease of $983,517 to AlAC and an increase to gross ClAC 

for the same $983,517. 

An additional A/A adjustment is necessary to account for the ClAC amortization 

between the years of 2008 through 2014 once the AlAC was converted to CIAC. 
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ClAC is amortized in much the same way that plant is depreciated on an annual 

basis. To account for the additional amortization, it was necessary to add an 

additional $375,838 to the CIAC’s A/A balance. This ClAC adjustment and the 

previous AlAC adjustments have no impact to rate base, since both AlAC and ClAC 

are a reduction to rate base. However, there is a significant impact to depreciation 

expense as a result of converting AlAC to CIAC, which will be discussed in the 

operating income section of this testimony later. 

Rate Base Adiustment #7 - True-up of Scottsdale Capacity Agreement Loan(s1 

Costs per Loan Notes: 

Q. 

A. 

Please explain RUCO’s true-up of costs between the Scottsdale Capacity 

Agreement acquisition and the parent Company loan@) that financed the 

Company’s payment to Scottsdale to secure the treatment capacity in 

adjustment #7. 

This adjustment establishes a regulatory liability for the amount the ratepayers were 

overcharged during the time period of the Scottsdale Wastewater Treatment 

Agreement. The Scottsdale Wastewater Treatment Agreement was entered into 

and signed by the parties on April 1, 1996. The former owner of Black Mountain 

Sewer, aka Boulders Carefree Sewer, had to secure a loan to pay the City of 

Scottsdale for the right to the treatment capacity. 

As described in Commission Decision No. 59944 dated December 26, 1996, 

Boulders Carefree Sewer was granted approval of a loan by CoBank with an 
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interest rate of prime plus 1 percent. In 1996, the prime rate of interest was 

extremely high at 8.25 percent. The CoBank interest rate for the loan was set as 

an adjusting variable interest rate loan at that time as 9.25 percent (Prime 8.25% + 

1% = 9.25%) for 20-years. At the eleventh hour prior to signing the CoBank loan, 

the parent Company of Boulders Carefree Sewer, Boulders Joint Venture, stepped 

up and offered a loan at a fixed interest rate of 9.40 percent, which equated to the 

prime rate, 8.25 percent, plus 1 .I 5 percent. The Commission viewed the fixed rate 

loan as superior to a variable rate loan, which provided the Company more “stability 

in the Company’s cash flow” at such a high-inflationary economic period in time. 

Commission Decision No. 59944 granted new rates to be effective January 1, 1997 

to cover the cost of the loan among other reasons for the revenue increase 

authorized. The final terms of the loan with the parent was a fixed interest rate of 

9.40 percent over 20-years with payments due “the last day of each calendar month 

in each year” as shown in Exhibit 2 on page(s) 2. Both loan notes to acquire the 

Scottsdale wastewater treatment capacity clearly indicates monthly payments are 

due at “the last day of each calendar month in each year” for the 20-year notes 

made by the parent Company. However, the Company has calculated the annual 

payments as a capitalized lease payment due at the last day of each year, which 

the Company vehemently denies that the Agreement be referred to as either a 

“capitalized” or “operating” lease in response to several RUCO and Staff data 

requests. RUCO agrees with the Company that the Agreement is neither a 

capitalized or operating lease even though the Company calls the Agreement an 
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“Operating Lease” on both its C-I and C-2 Schedules but fails to calculate the 

payments accordingly. Capitalized lease payments are calculated as though there 

is only one annual payment being made on the last day at the end of the year rather 

than monthly payments. Thus, the Company’s calculation includes additional 

interest being unfairly charged to ratepayers as a profit over and above the actual 

costs dictated by the terms of the loan(s). An operating lease is calculated in the 

same manner that any other loan with monthly payments being made on the last 

day of each month. In short, the Company has built a profit into the loan(s) to 

charge ratepayers. The NARUC Cost Allocation Manual Guidelines clearly states 

that a non-regulated affiliate can pass only the actual cost of an item to a regulated 

affiliate such as Liberty Black Mountain Sewer. 

Q. What adjustment is necessary to remove the non-regulated affiliate profit 

from the actual cost of the loan(s) and make ratepayers whole? 

First, there was a second loan with the same terms as just described for the first 

loan, which an excerpt of that loan is also included in Exhibit 2. The second loan 

had to be obtained just months after the first loan was obtained due to the Company 

exceeding its original purchased capacity limit from Scottsdale. RUCO synched the 

actual costs of the two loans with the revenues received by the Company, which 

included the profit built into both loans that were charged to ratepayers, to 

determine the amount of the Company’s over-collection from ratepayers. RUCO 

estimated this rate case to be decided on June 30, 201 6 in determining the amount 

of revenues to have been collected from ratepayers through that June 2016 date. 

A. 
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RUCO established a gross regulatory liability of $51,451, which represents the 

amount of profit charged to ratepayers over and above the actual costs and terms 

of the loans. A two and half-year amortization period, $20,581 or 40 percent per 

annum, was established for a net regulatory liability of $30,871 to remove the profit 

from the actual loan costs collected over 19 1/2- years. 

Rate Base Adiustment #8 - Intentionally Left Blank 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Rate Base Adiustment #9 - Accumulated Deferred Income Taxes (“ADIT): 

Please explain RUCO’s ADIT adjustment #9? 

This adjustment is driven by the UPIS, ND,  and ClAC balances recommended by 

RUCO. RUCO’s recommended balances for those rate base item were discussed 

earlier. 

What adjustment was necessary to reflect those rate base items in 

determining RUCO’s ADIT adjustment? 

It was necessary to increase the Company’s ADIT balance by $377,821 from 

$75,116 to $452,937, which is a reduction to rate base. 

Rate Base Adiustment # I  0 - Allowance for Working Capital: 

Please explain RUCO’s working capital adjustment #I 0. 

This adjustment uses RUCO’s levels of cash operating expenses, adds the 

component for interest expense proposed by the Company in its financing 
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application, and removes the rate case expense included by the Company as an 

expense that is not on-going in nature. I also removed $3,293 for a rental expense 

prepayment as the Company no longer occupies that property per response to Staff 

DR 6.12. Prepayments are a component to working capital and required an 

adjustment to reflect that fact. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What adjustment to working capital does RUCO recommend? 

RUCO recommends decreasing working capital by $78,098 and decreasing 

prepayments by $3,293 for a total adjustment of $81,391, which is a reduction to 

rate base. 

Does that complete RUCO’s recommended rate base adjustments in this 

proceeding? 

Yes. 

Please continue to RUCO’s operating income adjustment recommendations. 

The next section of RUCO’s testimony will address each operating income 

adjustment that RUCO recommends in this proceeding below: 
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VII. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

RUCO OPERATING INCOME ADJUSTMENTS I - 17: 

Operatina Income Adiustment # I  - Depreciation Expense: 

During RUCO’s review of the Company’s filing and schedules prepared for 

this proceeding, did RUCO find any items that raised concerns? 

Yes. 

Please describe what initially raised concerns for RUCO upon reviewing the 

Com pan y’ s Ap p I i ca t i o n . 

The Company’s Schedules C-I and C-2 reflected that depreciation expense more 

than doubled from the test year book results to the adjusted TY end as filed. The 

2014 test year book results for depreciation expense was $229,669 while the 

adjusted TY depreciation expense was $484,271, which increased depreciation 

expense by $254,602 or a 11 1 percent increase over the test year book results of 

only $229,669. The Company’s proforma depreciation expense adjustment was 

$254,602 in addition to the test year book amount of $229,669 for a total adjusted 

TY depreciation expense of $484,271. 

Had Liberty Black Mountain Sewer doubled its UPlS due to some exponential 

customer growth that required more than twice the amount of investment in 

plant and thus created a reason for depreciation expense to more than 

double? 

No. In fact, customer growth had slightly decreased since the last rate Application, 

which utilized a TY ending on June 30, 2008. The Company’s last rate Application 
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listed approximately 2,100 customers whereas this current rate Application reflects 

approximately 2,053 customers. When I reviewed the Company’s B Schedules, I 

did not identify that many plant additions that would warrant depreciation expense 

more than a doubling. At that point, I continued reviewing the Company’s C 

Schedules before finding a cause for the exponential increase to the depreciation 

expense. It did not take too long going through the detailed C Schedules to find the 

cause of the astronomical increase to depreciation expense. Company Schedule 

C-2 on page 2 provided all the detail necessary to identify the cause of the steep 

increase for depreciation expense. 

Q. 

A. 

What did Company Schedule C-2 on page 2 reflect that gave rise to more than 

twice the test year book results for depreciation expense? 

Since the Company was only requesting a base rate increase of $56,929, the 

Company’s entire case resided on Schedule C-2 page 2. That schedule reflected 

that the ClAC had ultimately been amortized away over the years, which essentially 

eliminated any deduction to depreciation expense for non-investor supplied capital 

for UPIS. 
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Q. 

A. 

Q. 

A. 

Have you as an analyst ever seen this scenario playout and coincide to where 

there is no longer any CIAC, non-investor supplied capital, to offset the 

depreciation expense and is it a legitimate scenario? 

To answer the first question, no, I have never seen or worked on a case before 

where I have seen depreciation expense more than double the test year book 

results or where ClAC had become practically amortized away before either. To 

answer the second question, accounting is often times heavily weighted on timing 

issues. So, it is fair to say it is possible for ClAC to be zero but highly improbable 

at the same time. Under normal conditions, new ClAC normally follows the old 

CIAC. In other words, the ClAC that is amortized away is usually replaced with new 

developer advancements or older expired AlAC converts to ClAC per the Arizona 

Administrative Code (“Code”) in Section R14-2-606 for sewer utilities specifically. 

This section-of the Code is attached as Exhibit 3 on pages 1 and 2. The next logical 

question raised in an analysts mind is what is happening with the AlAC that 

generally converts to ClAC after a point in time because there was approximately 

$1.7M of AlAC on the Company’s books and schedules as filed. 

Did RUCO examine the status of the AlAC balances and Line Extension 

Agreements (“LXA”) at that point in time in its audit? 

Yes. 
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Q. 

A. 

Q. 

A. 

What was the result of RUCO’s analysis regarding the status of the AlAC or 

LXA as provided by the Company in response to Staff DR BAB 1.15? 

RUCO’s analysis of the LXA’s determined clearly that the Company apparently was 

neither adhering to the rules set forth in the Code, attached as Exhibit 3, for LXAs 

nor its own contracts with the developers who are signatory parties to the LXAs. To 

begin providing support for those statements, the following are excerpts from the 

Code, which is the authoritative source for accounting for LXAs. 

Rl4-2-606. Collection main extension agreements 

A. General requirements 

1. Each utility entering into a main extension agreement 

shall comply with the provisions of this rule, which 

specifically defines the conditions governing collection 

main extensions. 

2. 

Did RUCO ask the Company if it was following the rules set forth in the Code 

in Section R14-2-606 for collection main extension agreements? 

RUCO did not ask the Company that specific question. However, suffice to say we 

did ask the Company in RUCO DR 3.01 the following questions (“Q) with the 

Company’s responses (“A”) provided below: 

Q. Main Extension Agreemen&) (“MXA”) - For clarity and understanding 

purposes, when the Company signs a MXA with any party (i.e,, 

Applicant, Developer, or Builder), please provide descriptive 
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responses beyond a simple yes or no when possible to the following 

requests: 

a. Can the MXA be classified as either an Advance-in-Aid-of- 

Construction (“AIAC”) or a Contribution-in-Aid-of-Construction 

(WAC”)? 

A. “Main extension agreements are not classified as AlAC or CIAC. Whether 

a developer contribution or advance is classified as AlAC or CIAC depends 

on classification of the facilities under the Company’s tariffs, NARUC, and/or 

Commission rules. With this in mind, developer advances or contributions 

can be classified as AlAC or CIAC, or a combination of each.” 

b. Does the Company or Developer determine whether it is classified as 

AlAC or CIAC? 

A. “See the Company’s response to Data Request 3.01(a). Generally, the 

Company makes that determination based on Commission rules and the 

Company’s tariffs.” 

d. If it is classified as AIAC, who determines the percentage (Le., 10% or 

20%) of total gross revenues to be refunded annually? 

A. ‘Currently, the Company refunds developer advances in aid of construction 

at 20 percent for 5 years. Under prior tariffs, the Company generally 

refunded developer advances at 10 percent for 10 years.” 
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h. At the expiration of a MXA contractual period that has been classified 

as AIAC, does the Company convert the non-refunded AIAC amount 

to CIAC? 

A. “Generally, yes.” 

f. Which party to the MXA determines the contractual period (i.e., number 

of years) if it is classified as AIAC? 

A. “Currently, the Company refunds developer advances in aid of construction at 

20 percent for 5 years. Under prior tariffs, the Company generally refunded 

developer advances at I O  percent for 10 years.” 

RUCO staff members visited Liberty Utilities home office in Avondale and met with 

Company representative.s from the accounting, engineering, and legal staff to 

discuss the issues of AIAC, CIAC, hook-up fees, and MXAs raised in RUCO DR 

3.01. RUCO’s discussion with the Company staff led RUCO that those issues were 

being accounted for and recorded per the Company’s and Commission’s tariffs and 

rules accordingly. RUCO spent approximately 2-3 hours asking questions and 

receiving answers on those issues. The cited DR responses earlier indicated the 

Company recorded all MXAs according to its tariffs and Commission rules. RUCO 

DR 3.01 is attached as Exhibit 4 to this testimony. RUCO DR 12 is being issued to 

the Company at the time of this writing for it to further clarify time periods associated 

with the responses to RUCO DR 3.01 (Le., “currently” and “prior tariffs”). 
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Q. 

A. 

Q. 

A. 

Doesn’t the Code specifically state in Article 6 for sewer utilities that any 

non-refunded AlAC be converted to ClAC at the end of five years? 

Yes. To be more specific with the language in the Code, I will quote the section 

and subsection of the Code that addresses that question below: 

Arizona Administrative Code 

ARTICLE 6. SEWER UTILITIES, Section R14-2-606. Collection main extension 

agreements, Subsection C. 5 states the following: 

If after five years from the utility’s receipt of the advance, the advance 

has not been totally refunded, the advance shall be considered a 

contribution in aid of construction and shall no longer be refundable. 

D Liberty Black Mountain Sewer have any main extension agreement, or 

AlAC on its books that exceed the five-year time period after receipt of the 

advance as stated in the Code above? 

Yes. To answer that question in another way, the Company does @ have any 

main extension agreements that are less than or equal to five-years old. I have 

attached a copy of an Excel summary spreadsheet that was provided by the 

Company in response to Staff DR BAB 1.15 identified as Exhibit 5. The 

spreadsheet was reformatted to fit on one page. It shows the LXA date, number, 
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developer, original contract amount, contract / refund %, refund, and balance for 

each of the thirteen7 LXAs at TY end in the current proceeding. 

As can be seen in Exhibit 5, all of the LXAs should have been converted to CIAC, 

according to the rules in the Code, before the current TY utilized in this case. After 

reading each of the twelve LXAs, it became obvious that the Company generally 

entered into these contractual developer agreements under ten-year refundable 

agreements8 rather than the five-year period as stated in the Code for sewer 

uti I it ies. 

Q. 

A. 

Did RUCO convert the expired LXAs per the Code or by each contractual 

expiration date as identified specifically to each agreement? 

RUCO converted any non-refunded portion of the LXA or AlAC per the contractual 

terms of the collection main extension agreement stated in each of the twelve 

agreements. Those adjustments are reflected in RUCO rate base adjustments #5 

and #6. RUCO rate base adjustment #5 removed the non-refunded portion from 

AlAC and converted (i.e., transferred) them to non-refundable ClAC in rate base 

adjustment #6. Those two rate base adjustments were discussed earlier in the rate 

base section of this testimony. 

RUCO’s testimony earlier indicated there were twelve LXAs. This is due to one of the Company’s thirteen 
LXAs listed in Exhibit 6 being a double-count and thus needed to be removed in its rebuttal filing from the 
Company’s AlAC balance as filed in this case. 

There was one LXA agreement that stated it was a 15-year agreement and any remaining non-refunded 
balance would become non-refundable, which under normal circumstances converts to ClAC at the 
expiration of the contractual agreement. 
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Q. 

A. 

Why didn’t RUCO convert the non-refunded portion of the collection main 

extension agreements original cost per the five-year rule in the Code? 

RUCO found itself stuck between the dichotomy of the rules set forth in the Code 

and contractual legalities established in the terms of the contracts between the 

Company and developers themselves, which are the signatory parties to the LXAs. 

RUCO could have recommended adhering strictly to the rules set forth in the Code 

that clearly states for sewer utilities, “If after five years from the utility’s receipt of 

the advance, the advance has not been totally refunded, the advance shall be 

considered a contribution in aid of construction and shall no longer be refundable.” 

RUCO chose to follow the contractual arrangements rather than the rules in the 

Code. If RUCO had chosen or found that the rules of the Code trumped that of the 

LXA’s contractual terms set forth between the Company and the developers, one 

could make a valid argument that the rules found in the Code took precedent over 

the LXA’s contractual terms. RUCO chose the contractual terms in the LXAs in this 

instance. Regardless of which one of the two alternatives one chooses between 

these dichotomous situations, the Company’s treatment of converting the LXAs 

from AlAC to ClAC appears to violate both the rules of the Code and its own 

contractual terms established in the LXAs. 
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Q. 

A. 

Q. 

A. 

What impact does it have in determining fair and reasonable rates if AlAC is 

not properly converted from AlAC to ClAC in a timely manner since both AlAC 

and ClAC is a reduction to rate base? 

Proper timing for conversion of AlAC to ClAC is tremendously important in 

determining fair and reasonable rates. That is true because of the consequences 

to depreciation expense, which can easily be seen in either the Company or 

RUCO’s depreciation expense adjustments reflected in the respective operating 

income schedules. The Company’s failure to properly convert AlAC to ClAC in a 

timely manner changes the Company’s proposed approximate $57,000 revenue 

increase to an approximate negative $200,000 rate reduction in base rates in this 

case. 

How does converting AlAC to ClAC in a timely manner alone impact rates 

more than $250,000 in this case when both AlAC and ClAC reduces rate base? 

The principles of ratemaking allow the Company to record and collect depreciation 

expense associated with AlAC when the plant is placed in service. That is the very 

reason why RUCO said earlier that the origination of the LXA itself establishes the 

vintage year of plant not when AlAC is converted to CIAC. The Company 

determined its vintage year of ClAC at the time when AlAC is converted to ClAC in 

this case. On the other hand, principles of ratemaking do not allow a Company to 

recover depreciation expense on ClAC in the revenue requirement formula. The 
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amortizationg of ClAC is a reduction to depreciation expense, which can easily be 

seen on RUCO’s depreciation expense schedule. 

Q. 

A. 

Q. 

A. 

If both AlAC and ClAC are reductions to rate base, why do ratemaking 

principles allow a utility to recover depreciation expense on AlAC in base 

rates but K t  allow recovery of amortization expense of CIAC? 

AlAC is a refundable element of rate base whereas ClAC is a non-refundable 

element of rate base. Ratemaking principles allow the utility recovery of 

depreciation expense for AlAC in order to offset the utility’s costs of the refunds 

made payable to the developer during the time period set forth per the Code and 

agreements found in LXA. The utility should be in compliance with the rules of the 

Code and contractual agreements. The LXA agreements should also comply with 

the Code. 

Please explain any other peculiarities that RUCO identified during its analysis 

of UPIS, AIAC, CIAC, and depreciation expense since those ratemaking 

elements tend to go hand-in-hand. 

As RUCO discussed earlier and elaborated quite extensively in RUCO rate base 

adjustment #I labeled “UPIS and A/D Reconstruction Adjustment,” the Company- 

proposed vintage year group depreciation methodology. That depreciation 

methodology is also utilized in accounting for ClAC in the Company’s filing. 

The accounting terms depreciation and amortization are synonymous in nature. The term “depreciation” 
is used for tangible assets whereas the term “amortization” is the accounting term used for intangible assets. 
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However, the Company errs when assigning vintage year 2014 when it converted 

AlAC to ClAC in 2014. 

Q. 

A. 

Q. 

A. 

How does the Company err when assigning the vintage year of 2014 to the 

ClAC when it converted it from AlAC in 2014? 

It errs because the Company is using the point in time of the actual conversion of 

the AlAC to ClAC as the vintage year of the non-investor supplied plant or assets. 

That isn’t the proper vintage year to group the ClAC into once converted from AIAC. 

The vintage year of the conversion of AlAC to ClAC was determined when the LXA 

was originally signed between the Company and developer and placed into service. 

The LXA establishes the vintage year of plant when it is placed into service. Thus, 

the vintage year of the ClAC was determined when the developers advance was 

placed into grossutility plant in service and not when-AIAC is converted to ClAC as 

the Company has done in this instance and case. 

What adjustment is necessary to properly recognize the appropriate timing 

and conversion of AlAC to CIAC? 

That adjustment was already discussed in RUCO rate base adjustments #5 and #6 

and has been implemented in those schedules accordingly. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What adjustment is necessary to depreciation expense to recognize that the 

vintage year of ClAC was already established when the developers advance 

for plant was originally placed into service? 

RUCO’s recommended adjustment decreases depreciation expense by $253,139 

or essentially reverses the Company’s $254,602 proforma adjustment that 

increased depreciation expense. 

Since AIAC, CIAC, and depreciation expense are closely related, does RUCO 

have any additional recommendations regarding the Company’s failure to 

convert AlAC to ClAC in a timely manner per the five-year rule in the Code? 

Yes. RUCO will recommend in its surrebuttal testimony that the AlAC be converted 

to ClAC at the end of the five-year period per the rules set forth in the Code. While 

RUCO has calculated the adjustment based on the contractual terms in its direct 

testimony, RUCO now understands that the rules in the Code supersede the 

contractual agreements. Therefore, RUCO’s surrebuttal testimony 

recommendations will adhere to the five-year rule to convert AlAC to ClAC 

according I y . 

Operatina Income Adiustment #2 - Property Tax Expense: 

Please explain RUCO’s recommended property tax expense adjustment. 

RUCO’s recommended property tax expense adjustment utilizes the same 

methodology used in the Company’s filing. The expense is largely driven by the 

recommended revenues, assessment ratio, and property tax rate. RUCO has 
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accepted the Company’s inputs with the exception of RUCO’s proposed level of 

revenues and a small revenue accrual fix adjustment that will be discussed in this 

section in adjustment #4. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What adjustment is necessary to property taxes to account for those two 

items identified above? 

RUCO’s adjustment reduces the adjusted TY property tax expense by $311. 

RUCO’s recommended decrease in revenues reduces property tax expense by 

$2,095 on a going forward basis. 

Operating Income Adjustment #3 - Intentionally Left Blank 

Operating Income Adiustment #4 - Revenue Accrual Fix: 

Please explain RUCO’s revenue accrual fix adjustment. 

This adjustment is the difference between the revenues generated using the billing 

determinates from the bill count and the amount recorded in the general ledger. It 

simply trues-up any under or over accruing of revenues. 

What adjustment is necessary to true-up the revenue accruals with that 

generated using the billing determinates to proof out revenues? 

It was necessary to increase revenues by $952, which is also reflected on the 

Company’s Schedule H-1 in the “Present Revenues’’ column. 
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Q. 

A. 

Q. 

A. 

Operating Income Adjustment #5 - Miscellaneous Expense: 

What adjustment does RUCO recommend to miscellaneous expense? 

RUCO removed $268 for a Liberty Utilities Canada charge. The Company had 

included it and credited it back out only to include it again. RUCO does not see a 

benefit to Arizona ratepayers from a Liberty Utilities Canada miscellaneous charge. 

Operatinq Income Adiustment #6 - Intentionally Left Blank 

Operating Income Adiustment #7 - Scottsdale Capacity Expense: 

Please explain RUCO’s adjustment to reduce the Scottsdale Capacity 

Agreement expense. 

This adjustment was discussed in detail in RUCO rate base adjustment #7. The 

adjustment trues-up the actual expense per the loan documents’ terms and properly 

calculates the resulting annual expense by the same documents as opposed to the 

Company’s calculation as a capitalized lease. The agreement between the 

Company and City of Scottsdale has nothing to do with determining the true costs 

associated with the acquisition of the wastewater treatment capacity. The costs are 

between the Company and its parent or an affiliate, which one party or the other 

has built a profit component into its calculation. This is easily determinable by 

reviewing the loan documents. 
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Q. 

A. 

Q. 

A. 

What adjustment is necessary to remove the profit component embedded in 

the Company's method of calculating the expense as though it was a 

capitalized lease as you stated in RUCO rate base adjustment #7? 

It is necessary to reduce the Scottsdale Capacity expense by $2,702 as the terms 

of the loans dictate in the loan notes. 

Operating Income Adjustment #8 - lntentionallv Left Blank 

Operating Income Adiustment #9 - Media Reclassification from Capitalized 

Expenditure to O&M Chemical Expense: 

Please explain this adjustment that reclassifies items that the Company 

initially capitalized and agreed with Staff in various data requests in DR DH 3. 

This adjustment reclassifies various capitalized expenditures ta either other plant 

accounts or O&M expenses. Specifically, this adjustment reclassifies one-half of 

the active carbon media expense identified in Staff DR DH 3.7 rather than the entire 

amount because the Company stated to RUCO during the October 16th field 

inspection that the active carbon media is replaced once every two-years. RUCO 

left the other one-half in the capitalized plant account. In addition, Staff 

recommended in DR DH 3.10 and the Company agreed that the expense identified 

in that DR should be expensed to O&M rather than capitalized to a plant account. 
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Q. 

A. 

Q. 

A. 

What adjustment is necessary to charge one-half of the active carbon 

expense to O&M and to charge the expenditure recorded as a capitalized 

expense to O&M? 

RUCO increased the chemical expense by $4,773 to reclassify those two items as 

discussed above. 

Operatinq Income Adiustment #I 0 - Intentionally Left Blank 

Operatinq Income Adiustment #I 1 - Intentionally Left Blank 

Operatinq Income Adiustment #I 2 - Intentionally Left Blank 

Operatinq Income Adiustment #I 3 - Algonquin Power & Utilities Corporation 

“AP U C ) Cost AI loca t io n s 

Please describe RUCO’s adjustment to the APUC cost allocations. 

This adjustment adheres to Commission Decision No. 71 865 at page 25 that found 

four categories of the APUC cost allocations beneficial to Arizona ratepayers. The 

four categories allowed in that Decision included legal, tax, audit, and depreciation 

expense. The Commission found those expense categories to have some benefit 

to Arizona ratepayers. I have included three of the four expense categories and 

was unable to determine the allowable depreciation expense with the Company’s 

response provided to Staff DR 6.1. 
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In a Rio Rico rate case, Commission Decision No. 72059 at pages 21-23 reached 

a similar conclusion regarding the APUC cost allocations. That decision stated the 

following: 

“Although shared services models can be an efficient method to 
operate utilities and can provide benefits to utility ratepayers that 
might not be able to be obtained if the utility were operating on a 
stand alone basis, it is important that the Commission carefully 
review the shared costs that are being sought from ratepayers. The 
utility is a captive of its parent, and may not have recourse to dispute 
charges incurred at the parental level and allocated to it, just as 
ratepayers are the captives of the utility. The Commission must 
scrutinize the common costs and allow only those costs which 
provide a benefit to the utility ratepayers. As we noted in the Black 
Mountain Sewer rate case, the standard for what the utility would 
have incurred as a stand alone entity may not necessarily be the 
standard for allowing the recovery of common costs. The common 
costs must be reasonable based on the size of the utility. The entity 
seeking recovery must show that the type of cost and the amount 
allocated to the utility are reasonable and reasonably necessary for 
the provision of utility service. What the utility would need to pay on 
a stand alone basis may provide a check on the reasonableness of 
the expense.” 

Q. 

A. 

Did RUCO intervene and file testimony in the Rio Rico case cited above? 

Yes. In fact, I was the rate analyst assigned to the revenue requirement portion of 

the Rio Rico rate case and filed testimony on the APUC cost allocations in that 

case. 
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Q. 

A. 

Q. 

A. 

Didn’t you file a wages and labor study of various stand-alone utilities in the 

State of Arizona for comparing a Liberty Utilities utility with those of stand- 

alone utilities? 

Yes. The last sentence above written by the Administrative Law Judge (“ALJ”) in 

the Rio Rico rate case somewhat goes to the heart of what the study provided in 

that case. The study revealed that Liberty Utilities parent’s, APUC, cost allocations 

added another layer of corporate cost allocations excessively above what other 

stand-alone utility ratepayers had to bear, when the ALJ stated, “What the utility 

would need to pay on a stand alone basis may provide a check on the 

reasonableness of the expense.” 

What adjustment is necessary to pull the costs back in line with other Arizona 

standAalone utilities for corporate allocations? 

It was necessary to reduce the APUC cost allocations by $27,147 to adhere more 

closely Decision Nos. 71 865 and 72059. Those decisions also resemble the results 

of the wages and salaries study that I presented in the Rio Rico case. This is a fair 

and reasonable adjustment considering all the facets mentioned earlier in this 

adjustment. 

Operating Income Adjustment # I  4 - Intentionally Left Blank 

Operating Income Adiustment #I 5 - Intentionally Left Blank 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Operating Income Adiustment #I 6 - Rate Case Expense: 

Please discuss the Company’s proposed rate case expense treatment in this 

case. 

The Company proposes yet another surcharge for the rate case expense in this 

proceeding. The Company requests a total rate case expense of $450,000 to be 

recovered over an estimated three-year period or $6.09 per customer a month to 

be billed as a separate charge enclosed on the ratepayers bill. 

What does RUCO recommend for rate case expense in this proceeding? 

RUCO recommends $100,000 be allowed for total rate case expense in this 

proceeding. The $100,000 should be normalized over a three-year period or an 

annual rate case expense of $33,333 per year. Taking several past rate cases and 

my experience into consideration, this represents a fair and reasonable 

recommendation after reviewing the Company’s financials as filed. 

Please expand on RUCO’s statement of “taking several past rate cases and 

my experience into consideration, this represents a fair and reasonable 

recommendation after reviewing the Company’s financials as filed.” 

RUCO’s cost of capital adjustment recommendation alone caused the Company’s 

$56,929 base rate revenue increase go negative. In addition, the last Liberty Black 

Mountain Sewer rate case found $180,000 to be fair and reasonable with many 

more issues required to be solved. Further, the most recent EPCOR rate case in 

Decision No. 75268, dated September 8, 2015, authorized $325,000 for five 
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separate districts that took over a year to complete. The last updated level of actual 

rate case expense incurred by the Company was approximately $80,000 that 

RUCO is aware of at this time. RUCO views this case resting on the sole laurels of 

a rate design issue for its commercial customers. 

Q. 

A. 

Q. 

A. 

Wasn’t there a recovery issue related to the recoverable plant closure costs 

incurred by the Company too? 

Yes, there was the plant closure cost issue too. However, the plant closure costs 

were largely absolved in Phase I and II of Decision No. 73885. From a practical 

standpoint, this case revolved around the antiquated Arizona Department of 

Environmental Quality (“ADEQ”) Bulletin 12 rate design issue for its commercial 

customers. RUCO’s rate design testimony to be filed on December 16, 201 5 will 

recommend a more fairlo set of rates for the commercial customers then. 

Operatina Income Adiustment # I  7 - Income Tax Expense: 

Have you calculated income tax expense based on RUCO’s recommended 

adjusted operating income? 

Yes. This adjustment is increases the Company’s adjusted TY income taxes by 

$92,444. 

lo Fair in this context does not imply the Company was charging an unfair rate to commercial customers. It 
does imply that ADEQ’s Bulletin 12 became antiquated with today’s technology and rendered Bulletin 12 
as an unfair source to set rates for commercial customers. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you included an interest synchronization calculation in your 

computation of income tax expense? 

Yes. The interest synchronization calculation computes an interest expense 

deduction for income taxes. The interest synchronization calculation is RUCO’s 

adjusted TY rate base multiplied by the weighted cost of the Company’s proposed 

debt. The income tax gross up revenue conversion factor includes an element for 

the increase in property taxes due to RUCO’s recommended level of decreased 

revenues. 

Are there any other expenses that RUCO wants to address here? 

Yes. Due to RUCO’s time constraints in addition to delays in receiving responses 

to DR’s, RUCO reserves the right to recommend incentive pay adjustments in its 

surrebuttal testimony. Those adjustments will be reflected in its surrebuttal. 

Please continue to RUCO’s positions regarding the other issues and 

surcharges as requested in the Company’s filing. 

The last section, Section VIII, of this testimony will address RUCO’s positions 

regarding the Company’s other issues and surcharges as requested. 
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VIII. 

Q. 

A. 

Q. 

A. 

RUCO POSITIONS ON THE OTHER COMPANY ISSUES AS REQUESTED: 

Plant Closure Surcharge: 

Does RUCO support the overwhelming majority of its constituents, 

residential ratepayers, and desire to close and pay for the expenditures 

necessary to decommission and close the wastewater treatment plant in this 

case? 

Yes. 

Is RUCO recommending the surcharge mechanism as proposed in Phase II 

of Decision No. 73885 and as requested by the Company in its rate filing? 

No. As stated in other sections of this testimony, RUCO recommends the plant 

closure costs be rate based in two separate plant accounts. The first account 

should include all the reasonable and necessary costs that are directly related to 

the costs to close, remove, and pipe the wastewater flows from the plant to a 

connection point where the City of Scottsdale can receive the wastewater flows into 

its system. RUCO recommends that those costs, less the costs filed under a 

confidentiality agreement, be included and recorded to an account readily 

recognizable as the “Plant Closure” or “Wastewater Treatment Facility (“WTF”) 

Decommissioning” UPlS account and be depreciated over 25-years or 4 percent 

per annum. RUCO has not included the costs related to the plant closure at this 

juncture in its testimony. The total costs related to the plant closure as stated above 

and reached between the various parties in the instrument termed the 
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Memorandum of Understanding (“MOU”) will be addressed in surrebuttal testimony 

after reviewing the Company’s final costs included in its rebuttal filing. 

Q. 

A. 

Q. 

A. 

Did the Company’s testimony in this proceeding address the possibility that 

the said plant closure costs could be directly placed into rate base as RUCO 

recommends rather than as a surcharge? 

Yes. In Mr. Bourassa’s direct testimony on page 11 at lines 3-4, Mr. Bourassa 

stated, “Of course, if the Commission believes including the plant closure costs 

directly in rate base is preferable, it can so direct.” 

So, is it RUCO’s position that the fair and reasonable plant closure costs be 

placed directly in rate base? 

Yes. RUCO recommends‘the costs directly related to the plant closure costs be 

placed into a separate plant account and depreciated over a 25-year period or at 

four percent per annum. The four percent depreciation rate approximates the 

composite rate one would derive if calculating the rate for the various components 

of plant that are required to be decommissioned. 
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Rate Case Expense Surcharge: 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is RUCO’s recommendation as it pertains .a the Company’s request that 

the rate case expense also be placed in a surcharge mechanism and 

recovered via a surcharge? 

RUCO’s position on the Company’s proposed treatment of placing the rate case 

expense in a surcharge was thoroughly vetted in the rate case expense adjustment 

section of this testimony. RUCO recommends that the expense be normalized over 

a three-year period. The amount of total rate case expense that RUCO 

recommended in that section of testimony was $100,000, which was an estimated 

amount incurred to date from DR responses that updated the actual rate case 

expense incurred by the Company. RUCO recommends the Commission deny the 

Company’s rate case expense surcharge mechanism in this case. 

Purchased Power Adjustment Mechanism (“PPAM”): 

What is RUCO’s position and recommendation regarding the Company’s 

requested purchased power adjustment mechanism (“PPAM”)? 

RUCO’s position on the Company’s proposed PPAM is it constitutes single issue 

ratemaking and recommends the Commission deny the Company’s request for a 

PPAM. 

Please explain what a PPAM is and how it works. 

The adjustment is being requested so the Company can pass the additional or 

reduced cost of electric power on to its customers thereby recovering or reducing 
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the expense. Since overall electric and gas utility rates very rarely or generally 

never decrease, the Company’s request is a one-way proposal that adversely 

impacts ratepayers to increase utility rates outside of a full rate case. This 

adjustment mechanism is inappropriate considering the fact that the State of 

Arizona requires a finding of “Fair Value” in determining fair and reasonable rates. 

In the past, the price of purchased power has been somewhat volatile with monthly 

fluctuations that would generally increase and that rarely decrease the cost of either 

purchased electric or natural gas power. In fact, the Commission eliminated the 

use of PPAM’s and purchased water adjustment mechanisms in an Arizona Water 

Company (“AWC”) rate case for its Eastern Group in Decision No. 66849, dated 

March 19, 2004. RUCO supports that Commission decision in the Eastern Group 

case on this issue. 

Q. 

A. 

Would you please explain wlIy the PPAM should be denied by the 

Commission in this case as it was in the AWC rate case? 

Adjustment mechanisms traditionally have been established to mitigate the 

regulatory lag for 1) volatile and 2) very large expense items (such as purchased 

coal, oil, and gas in the case of electric utilities and purchased gas for natural gas 

distribution companies) that may have a negative impact on the financial health of 

a utility. In the Liberty Black Mountain Sewer case, purchased power does not 

qualify as volatile and does not represent an unusually large level of expense to 

place the Company in financial jeopardy. 
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Liberty Black Mountain Sewer does not have significantly large purchased 

power bills and none meet the volatility criteria since increases in purchased 

power costs do not occur frequently. The Company’s percent of purchased 

power expense to its total operating expense represents only an approximate 

3 percent for both its adjusted and proposed levels of total expenses. It is easily 

seen that the purchased power does not represent a significant component of 

the Company’s operating expense and does not warrant an adjustment 

mechanism. Such an adjustment mechanism is inherently unfair to ratepayers 

when other expenses could very well be decreasing with no benefit to the 

ratepayer whatsoever. Automatic adjustment mechanisms should not be a 

substitute for a formal rate case and should not be used to preserve the 

Company’s allowed rate of return. 

Q. 

A. 

Pro pe rtv Tax Ad i u st me n t Mec ha n ism (“ PTAM” ) : 

What is RUCO’s position and recommendation regarding the Company’s 

requested property tax adjustment mechanism (“PTAM”)? 

RUCO’s position on the Company’s proposed PTAM is it also constitutes single 

issue ratemaking and recommends the Commission deny the Company’s request 

for a PTAM. Please see RUCO’s previous PPAM regarding its position and 

recommendation as it applies to the Company’s requested PTAM here also. The 

Company’s percent of property tax expense to its total operating expense 

represents approximately 2.5 percent, which is less than the previous purchased 

power expense of approximately 3 percent, for both its adjusted and proposed 
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levels of total expenses. In fact, RUCO’s recommended decrease of $284,244 in 

the Company’s revenue in this case resulted in only a $2,095 decrease in property 

taxes, which represents less than one-percent, .74 percent, per one-dollar of 

revenue decrease or increase. That is an important fact to consider when 

measuring volatility of an expense that the Company may incur since property tax 

expense is revenue driven. When measuring the volatility or materiality of an 

expense, revenue is often the common denominator used when measuring the 

volatility or materiality of an item. It is easily seen too that the property tax expense 

does not represent a significant component of the Company’s operating expense 

and does not warrant an adjustment mechanism for all the previous reasons stated 

in the PPAM discussion. 

Q. 

A. 

Q. 

A. 

Does your silence on any of the issuesi matters, findings, or lack of 

adjustment to and for other ratemaking components addressed or not in your 

testimony of any of the witnesses for the Company constitute your 

acceptance of their positions on such issues, matters or findings? 

No, it does not. 

Does that complete RUCO’s recommendations for the other issues in this 

proceeding? 

Yes. 
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Q. 

A. Yes, it does. 

Does this conclude your direct testimony? 
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APPENDIX 1 

Qualifications of Timothy J. Coley 

WORK HISTORY 

July 2000 - Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arizona 
Public Utilities Analyst V. The Residential Utility Consumer Office (RUCO) is a 
consumer advocate group providing residential consumers a voice in utility regulation and 
backed by a professional staff with legal and financial expertise. Responsibilities include: 
audited, reviewed and analyzed public utility companies various filings; prepared written 
testimony, schedules, financial statements, and spreadsheet models and analyses. 
Testified and stand cross-examination before the Arizona Corporation Commission. 

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona 
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax 
laws benefited them in their specific situation. Ensured that each customer received 
every deduction that they were entitled. Prepared individual and business income tax 
returns, which best utilized each specific situation that minimized their tax obligations. 

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas 
Consultant Assistant. The consulting firm specialized in alleged medical claim charges 
brought against the government of Harris County in Houston, Texas. Assisted in the 
review, examination, and analysis of the attested charges. Determined if the purported 
medical claim charges were prudent, customary, and reasonable for the alleged 
sustained injuries. The firm analyzed cases for both the County's Risk Department and 
Attorneys Office. 

January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia 
Owner. Provided landscaping services primarily in a high growth gated community where 
the Property Owners' Association approved mandated ordinances to be strictly adhered 
and abided by. Coordinated and supervised all aspects of projects from inception to 
completion, from master planning to site design to installation. 

May 1989 - October 1991 : GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA 
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating 
many intrastate telecommunications, electric, and gas utility industries operating in 
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable 
service at reasonable rates. It must also assure the utility companies and investors an 
opportunity to earn a fair rate of return on prudent investments. The Commission 
participated significantly in Georgia's economic health and growth. I was promoted to the 
PSC's ElectricjGas Division where I examined, verified, and analyzed various financial 
documents, accounting records, reports, ledgers, and statements. In addition, I was 
assigned to automate the PSC's Electric Division where I utilized a computer application 
process that I had developed earlier while with the (PSC) Telecommunication Division. I 
was later ascribed to work in conjunction with the Engineering Department and 
established a procedure to track and compare costs of operation and maintenance 
(O&M) expenses of nuclear electric generating plants. This effort determined a 
comparative price per kilowatt-hour produced that influenced the awareness for the 
company to control the O&M costs, which benefited the consumer through lower prices. 

0 

0 

Developed computer application system that streamlined audit procedures by 30 - 40%. 
Various other schedules were implemented to track, maintain, and control costs 



TIMOTHY J. COLEY (Page 2) 

GEORGIA PUBLIC SERVICE COMMISSION (continued) 

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia 
Auditor. Regulated telecommunications and also oversaw the deregulation process that 
was currently under way in that industry. Examined and analyzed accounting records to 
determine financial status of companies and prepared financial reports concerning audit 
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt 
ledgers, financial reports, and disbursements. Verified statewide telephone company 
transaction classifications and documentation. 

0 Developed computer application utilizing Lotus to completely automate and 
streamline the entire telecommunication audit process. The results saved 25% in field 
audit time and produced a product of professional appearance. 
Created, coordinated, and implemented "Operational Project Training" automated 
procedure-training program. Trained and supervised staff of five auditors. 
Computerized "Desk Audit Analysis" program that identified 1 1 independent 
telephone companies in the state of over-earning and resulted in $4.1 M annual 
savings to the Georgia ratepayers affected. 

0 

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia 
Junior Auditor. Assisted in planning and performing telecommunication audit 
engagements. Examined financial records, internal management control, 
correspondence, bills, and records of services delivered in order to verify or recommend 
compliance with company specifications contained in contracts, agreements, regulations, 
and/or laws. 

As a special project, I was assigned to analyze the results of a survey designed to 
evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group" 
by the Director of Utilities. Wrote the draft and findings for the speech that was 
presented to all participatory commissions. 

PROFESSIONAL MEMBERSHIPS 

0 

Elected Member of the National Honor Society for Public Affairs and Administration. 
Active Member of Delta Sigma Pi - Professional Business Fraternity. 

SPECIAL TRAINING AND CERTIFICATES 
0 The Graduate School of Business Administration - Michigan State University; 

completed the Annual Regulatory Studies Program of the National Association of 
Regulatory Utility Commissioners. 
Completed Graduate Exit Paper on "Deregulation of the Electric Industry". 
Attended Eastern Utility Rate School in 2000 and 2005. 

EDUCATION 
Currently enrolled at Arizona State University -West in the Post Baccalaureate 
Graduate Certificate Program in Accountancy with two courses remaining. 
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5. 
BS Business Management & Administration, Minor in Economics, Sorrel School of 
Business, Troy State University, 1985. 
AA Business Administration, Miles Community College, 1981. 



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION 

Residential Utility Consumer Office For Years 2000 To Present 

Arizona-American Water Company - Docket No. WS-01303A-05-0405 

Arizona Public Service Co. - Docket No. E-01 345A-03-0437 

Tucson Electric Power Company - Docket No. E-01 933A-04-0408 

UniSource Merger - Docket No. E-04230A-03-0933 

Arizona-American Water Company - Docket No. WS-01303A-02-0867 

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619 

Litchfield Park Service Company - Docket Nos. W-O1427A-01-0487 & 
SW-O1428A-01-0487 

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962 

Rio Verde Utilities, Inc. - Docket Nos. W-02156A-00-0321 & 
SW-02 1 56A-00-0323 

Arizona-American Water Company (Paradise Valley) - 
Docket Nos. W-01303A-05-0405 & 

W-01303A-05-0910 

Arizona-American Water Company (Mohave District) - 
Docket No. WS-O1303A-06-0014 

Arizona-American Water Company (Sun City & Sun Cit West Wastewater) - 
Docket No. WS-01303A-06-0491 

Arizona-American Water Company - Docket No. W-01303A-07-0209 

Chaparral City Water Company - Docket No. W-02113A-07-0551 

Arizona-American Water Company - Docket No. W-01303A-08-0227 



Residential Utility Consumer Office For Years 2000 To Present (cont’d) 

Arizona Water Company - Docket No. W-01445A-08-0440 

Far West Water & Sewer Company - Docket No. WS-03478A-08-0608 

Rio Rico Utilities, Inc. - Docket No. WS-02676A-08-09-0257 

Bella Vista Water Company - Docket No. W-02465A-09-0411 

Goodman Water Company - Docket No. W-02500A-10-0382 

Arizona Water Company -Western Group - Docket No. W-O1445A-10-0517 

Pima Utility Company - Docket No. W-02199A-11-0329 et at. 

Arizona Water Company, San Manuel System ACRM - Docket No. W-O1445A- 
11-0310 

Rio Rico Utilities, Inc. - Docket No. WS-02676A-12-0196 

Tucson Electric Power Company - Docket No. E-01 933A-12-0504 

Far West Water & Sewer Company - Docket No. WS-03478A-12-0307 

Litchfield Park Service Company - Docket No. SW-O1428A-13-0042 et ai. 

Utility Source - Docket No. WS-04235A-13-0331 

EPCOR - Docket No. WS-O1303A-14-0010 

Black Mountain Sewer Company - Docket No. SW-02361A-15-0207 et al. 



Georgia Public Service Commission For Years 1985 - 1991 

Atlanta Gas Light Company 

Georgia Power Company 

Atlanta Gas Light Company (Management Audit) 

Georgia Power Company 

Trenton Telephone Company 

Fairmount Telephone Company 

Ellijay Telephone Company 

GTE, Inc. 

ALL-TEL Telephone Company 

Citizens Utilities Co. 

Ball Ground Telephone Company 

Lanett Telephone Company 

Brantley Telephone Company 

Blue Ridge Telephone Company 

Waverly Hall Telephone Company 

St. Marys Telephone Company 

Darien Telephone Company 

Statesboro Telephone Company 

Statesboro Telephone Co-op 

Wilkes Telephone Company 
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Wastewater Division 
Direct TJC Schedules 

TABLE OF CONTENTS TO TJC SCHEDULES 
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TITLE 

REVENUE REQUIREMENT 

GROSS REVENUE CONVERSION FACTOR ("GRCF") 

RATE BASE SUMMARY 

RATE BASE ADJUSTMENTS 

SUMMARY OF UTILITY PLANT IN SERVICE ("UPIS") ADJUSTMENTS 

SUMMARY OF UPIS ACCUMULATED DEPRECIATION ("AID") ADJUSTMENTS 

RECONSTRUCTION OF UPIS &AID SCHEDULES 

SUMMARY OF RECLASSIFICATIONS OF UTILITY PLANT IN SERVICE ("UPIS") & ACCUM. DEPRE. ("AID) 

CORRECT ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION ("AFUDC") 

ADVANCES IN AID OF CONSTRUCTION ("AIAC") 

CONTRIBUTIONS IN AID OF CONSTRUCTION ("CIAC") 

SCOTTSDALE CAPACITY REGULATORY LIABILITY 

INTENTIONALLY LEFT BLANK 

ACCUMULATED DEFERRED INCOME TAX ("ADIT") 

ALLOWANCE FOR WORKING CAPITAL 

OPERATING INCOME SUMMARY 

OPERATING INCOME ADJUSTMENTS 

DEPRECIATION EXPENSE 

PROPERTY TAX EXPENSE 

INTENTIONALLY LEFT BLANK 

REVENUE ACCRUAL FIX 

MISCELLANEOUS EXPENSE 

INTENTIONALLY LEFT BLANK 

SCOTTSDALE CAPACITY OPERATING LEASE CALCULATION CORRECTION 

INTENTIONALLY LEFT BLANK 

RECLASSIFY CAPITALIZED EXPENDITURES TO O&M EXPENSES 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

ALGONQUIN POWER UTILITIES CORPORATION ("APUC") COST ALLOCATIONS 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

RATE CASE EXPENSE 

INCOME TAXES 

COST OF CAPITAL 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,201 4 

RUCO RECOMMENDED REVENUE REQUIREMENT 

Wastewater Division 
Direct Schedule TJC-1 

Page 1 of 2 

Line 
No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

- Description 

Fair Value Rate Base 

Adjusted Test Year Operating Income (Loss) 

Current Rate Of Return (L2 I L l )  

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (TJC-1, Pg 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenues 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 I L9) 

Rate Of Return On Common Equity 

[AI 
Company 

OCRB/FVRB 
cost 

$ 3,412,024 

$ 258,613 

7.58% 

$ 294,082 

8.62% 

$ 35,469 

1.6050 

I s  
$ 2,239,848 

$ 2,296,777 

2.54% 

10.80% 

PI 
RUCO 

OCRBIFVRB 
cost 

$ 3,235,735 

$ 412,582 

12.75% 

$ 236,994 

7.32% 

$ (175,588) 

1.6188 

I$ (284,244)i 

$ 2,240,800 

$ 1,956,557 

-12.68% 

8.95% 

References: 
Column [A]: Company Schedules A-I, B-I, C-I, and D-I 
Column [B]: RUCO Schedule TJC-2, TJC-11 and TJC-30 



Liberty Black Mountain Sewer 
Docket No. SW42361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-1 

Page 2 of 2 

RUCO GROSS REVENUE CONVERSION FACTOR ("GRCF") 

LINE 
- NO. DESCRIPTION 

Calculation of Gross Revenue Conversion Factor: 
1 Revenue 100.0000% 
2 Uncollecible Factor 0.0000% 

100.0000% 3 Revenues (L1 - LZ) 
4 38.2263% 
5 Subtotal (L3 - L4) 61.7737% 
6 Revenue Conversion Factor (L1 I L5) 1.6188 

Combined Federal and State Income Tax and Property Tax Rate (Line 23) 

Calculation of Uncolleciiible Factor: 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8) 

7 Unity 
8 
9 
10 Uncollectible Rate 
11 Uncollectible Factor (L9 LIO) 

Calculation of Effective Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Income) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Income (L12 - L13) 
15 Applicable Federal Income Tax Rate (Coi. [C], L53) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective ProDertv Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (Col. [B], L17) 
20 One Minus Combined Income Tax Rate (L18-Ll9) 
21 Property Tax Factor (Sch. TJC-9, Col. [B], L24) 
22 Effective Property Tax Factor (L20 x LZ1) 
23 Combined Federal and State Income Tax and Property Tax Rate (Col. [B], L17 + L22) 

100.0000% 
37.7677% 
62.2323% 

0.00000 
0.0000% 

100.0000% 
4.9000% 

95.1000% 
34.561 2% 
32.8677% 

37.7677% 

100.0000% 
37.7677% 
62.2323% 
0.7369% 

0.4586% 
38.2263% 

24 Required Operating Income (Sch. TJC-1. Col. [B] Line 4) $ 236,994 
25 Adjusted Test Year Operating Income (Loss) (Sch. TJC-1, Col. [B], L2) 412,582 
26 Required Increase in Operating Income (L24 - L25) $ (175,588) 

27 Income Taxes on Recommended Revenue (Col. [C], L52) $ 117,863 
28 Income Taxes on Test Year Revenue (Col. [A], L52) 224,424 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28) (1 06,561) 

$ 1,956,557 
0.0000% 

$ 

30 Recommended Revenue Requirement (Sch. TJC-1, Col. [B]. Line 10) 
31 Uncollectible Rate (LIO) 
32 Uncolllectible Expense on Recommended Revenue (L30 x L31) 
33 
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Adjusted Test Year Uncollectible Expense (Sch. TJC-6. Col. [C], L32) 5 

35 Property Tax with Recommended Revenue (Sch. TJC-9, Coi. [B], L19) 
36 Property Tax on Test Year Revenue (Sch. TJC-9, Col. [B]. L20) 
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
38 Total Required Increase in Revenue (Coi. [E], L26 + L29 + L34 + L37) 

Calculation of Income Tax: 
39 Revenue (Sch. TJC-1, Col. [E], Line 9 8 Sch. TJC-I. Col. [B], LIO) 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (Col. [C]. L57) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
47 Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
50 Federal Tax on Fiflh Income Bracket ($335,001 -$lO,OOO,OOO) @ 34% 

51 Total Federal Income Tax 
52 Combined Federal and State Income Tax (L44 + L51) 

$ 47.072 
49,167 

(2,095) 
$ (284.244) 

Test 
Year 

$ 2,240,800 
$ 1,603,795 
$ 34,266 
$ 602,739 

4.9000% 
$ 29,534 
$ 573,205 
$ 7,500 
$ 6,250 
$ 8,500 
$ 91,650 
$ 80,990 

$ 194,890 
$ 224,424 

RUCO 
Recommended 

$ (284,244) $ 1,956,557 
$ 1,601,700 
$ 34,266 
$ 320,590 

$ 15,709 
$ 304,881 
$ 7,500 
$ 6,250 
$ 8.500 
$ 79,904 
$ 

$ 102,154 
$ 11 7,863 

4.9000% 

54 Svnchronized Interest Calculation: 
55 RateBase 
56 x Weiahted Averaqe Cost of Debt 
57 Synchronized Interest 

$ 3,235,735 
1.0590% 

$ 34,266 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-2 

Page 1 of 1 

RUCO RATE BASE SUMMARY 

[AI [BI [CI 
Company RUCO RUCO 

Line As Filed Recommended As Adjusted 
- No. Description OCRBIFVRB Adjustments OCRBIFVRB 

1 
2 Accumulated Depreciation 
3 

Gross Utility Plant In Service 

Net Utility Plant In Service (L1 + L2) 

$ 14,166,434 $ (105,465) $ 14,060,969 
(8,654,682) (1 02,246) (8,756,927) 

$ 5,511,752 $ (207,710) $ 5,304,042 

- Less: 
4 Advances In Aid Of Construction ("AIAC") $ (1,743,922) $ 1,129,184 $ (61 4,739) 

5 Contribution In Aid Of Construction ("CIAC) (5,461,736) (983,517) (6,445,253) 
6 Accumulated Amortization of ClAC 5,240.71 7 375,838 5,616,555 
7 Net ClAC (L5 + L6) $ (221,019) $ (607,679) $ (828,698) 

8 Customer Meter Deposits $ (8.570) $ - $  (8,570) 

9 Customer Security Deposits 

10 Gross Regulatory Liability - Scottsdale Capacity (51,451) (51,451) 
11 Accumulated Amortization 20,581 20,581 
12 Net Regulatory Liability $ - $  (30,871) $ (30,871) 

13 Accumulated Deferred Income Taxes ("ADIT") $ (75,116) $ (377,821) $ (452,937) 

- Plus: 
14 Unamortized Finance Charges 

15 Prepayments 
16 Materials & Supplies 
17 Cash Working Capital 

9,493 

(60,594) 

(3,293) 6,200 

(78,098) (138,692) 

18 TOTAL RATE BASE (Sum L's 3,4,7,8,9,12 Thru 17 $ % I  $ ( 1 W W  $ 1 ,  

References: 
Column [A]: Company Schedule B- I  
Column [B]: TJC-3, Columns [B] Thru [K] 
Column [C]: Column [A] + Column [B] 
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Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 

Acct. 
No. 

351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
37 1 
374 
375 
380 
38 1 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

UTILITY PLANT IN SERVICE ("UPIS") ADJUSTMENT NO. 2 
SUMMARY OF RECLASSIFICATIONS OF UTILITY PLANT IN SERVICE ("UPIS") 

Description 

Organization 
Franchise 
Land & Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Forced 
Collection Sewers - Gravity 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters And Installation 
Receiving Wells 
Effluent Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Trans. and Dist. System 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Sewer Plant & Misc. Equipment 
Office Furniture & Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equip. 
Other Tangible Plant - Scottsdale Capacity 

Totals 

References: 
Per Company Responses to Staff DR DH 3 

[AI 

RUCO 
After 

Recontruction 

$ 

471,024 
3,091,815 

1,130,090 
4,555,232 

260,442 
31,668 

180,051 

1,028,182 
937,492 

326,067 
124,527 

992,742 
289,536 

80,215 

28,942 
10,683 

43,968 

486,294 

Wastewater Division 
Direct Schedule TJC-4(c) 

Page 1 of 2 

[Bl 
RUCO 
UPIS 

Reclassification 
Adjustments 

$ 

1,500 
(1 52,909) 

3,839 
568 

85,996 

(221 1) 

(3,150) 
(62,224) 
62,224 

58,683 

$ 14,068,969 $ (7,683) 

[Cl 
RUCO 

Recommended 
UPIS 

Balances 

$ 

472,524 
2,938,906 

3,839 
1 ,I 30,658 
4,555,232 

260,442 
31,668 

180,051 

1,028,182 
1,023,488 

323,857 
124,527 

989,592 
227,311 
62,224 
80,215 

28,942 
10,683 

102,651 

486,294 

$ 14,061,286 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-4(c) 

Page 2 of 2 

UPlS ACCUMULATED DEPRECIATION ADJUSTMENT NO. 2 
SUMMARY OF RECLASSIFICATIONS OF ACCUMULATED DEPRECIATION (-AID”) 

Line Acct. 
No. No. -- 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 

351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 

390.1 
39 1 
392 
393 
394 
395 
396 
397 
398 

[AI 

RUCO 
After 

Description Recontruction 

Organization 
Franchise 
Land & Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Forced 
Collection Sewers - Gravity 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measruring Installations 
Reuse Services 
Reuse Meters And Installation 
Receiving Wells 
Effluent Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Trans. and Dist. System 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Sewer Plant & Misc. Equipment 
Office Furniture & Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equip. 
Other Tangible Plant - Scottsdale Capacity 

$ (21 , I  00) 

(3,036,910) 

(915,114) 

(87,092) 
(759,242) 
(199,379) 

(205,453) 

(5,947,658) 
(1,409,855) 
(2,960,806) 

(335,259) 
(15,227) 
(85,429) 

(239,369) 

(200,543) 
(5,839) 

(1 1,341) 
(290) 

(58,472) 

Totals $ (16,494,377) 

PI 
RUCO 

Accum. Depre. 
Reclassification 

Adjustments 

$ 

251,726 

(1 4,624) 

(681) 
43 

(1 45,981 ) 

(59,973) 

[Cl 
RUCO 

Recommended 
Accum. Depre. 

Balances 

$ (21,100) 

(2,785,184) 

(929,738) 

(87,773) 
(759,200) 

(145,981) 

(205,453) 

(1 99,379) 

(59,973) 

(5,947,658) 
(1,409,855) 
(2,960,806) 

(335,259) 
(15,227) 
(85,429) 

(240,462) 
(5,910) 

(200,543) 
(5,839) 

(1 1,341) 
(290) 

(58,472) 

$ 23,507 $ (16,470,870) 

References: 
Per Company Responses to Staff DR DH 3 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater  Division 
Direct Schedule TJC-4(d) 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 4 
CORRECT ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION (AFUDC) 

Line Acct. 
No. 

1 354 

2 360 

3 361 

4 363 

5 371 

6 390 

7 393 

8 

9 

Descript ion 

AFUDC Adjustments: 
Structures & Improvements 

Collect ion Sewers - Forced 

Collect ion Sewers - Gravity 

Services to Customers 

Effluent Pumping Equipment 

Off ice Furniture & Equipment 

Tools, Shop, and Garage Equipment  

RUCO Total AFUDC Adjustment 

Plant Closure AFUDC Adjustment 

Amount  

References: 
Company Response to R U C O  DR 1.33 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-5 

Page 1 of 2 

RATE BASE ADJUSTMENT NO. 5 
ADVANCES IN AID OF CONSTRUCTION ("AIAC") 

Line 
No. Description Amount 

AlAC Adiustment #I : 

1 Company AlAC as Filed $ 1,743,922 

2 1,598,255 

3 RUCO Recommended Increase/(Decrease) Adjustment # I  $ (145,667) 

RUCO Recommended AlAC per Company Response to RUCO DR 1.27 to Remove LXA Double-Count 

AlAC Adiustment #2: 

4 
5 
6 
7 

Parkview Investors LXA - AlAC Converted to ClAC per Arizona Administrative Code Section R14-2-606 
Pulte LXA - AlAC Converted to ClAC per Arizona Administrative Code Section R14-2-606 
Heritage Healthcare - AlAC Converted to ClAC per Arizona Administrative Code Section R14-2-606 
Ray & Alma School LLC - AlAC Converted to ClAC per Arizona Administrative Code Section R14-2-606 

$ 154,558 
504,936 
101,048 
222,975 

8 RUCO Recommended Increase/(Decrease) Adjustment #2 $ (983,517) 

9 
10 

11 

Company Total AlAC as Filed 
RUCO Total Recommended AlAC Balance 

RUCO Total Recommended AlAC Increase /(Decrease) Adjustments # I  & #2 Above 

$ 1,743,922 
614,739 

References : 
AlAC Adjustment # I  : Per Company Response to RUCO DR 1.27 and Staff DR 1 .I 5. 
AlAC Adjustment #2: Per Company Response to RUCO DR 1.27, Staff DR 1.15, and per Arizona Administrative 

Code Section R14-2-606 and per MXA Contractual Terms. 





Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31, 2014 

Wastewater Division 
Schedule TJC-6 

Page 1 of 8 

RATE BASE ADJUSTMENT NO. 6 
CONTRIBUTIONS IN AID OF CONSTRUCTION (CIAC) & AMORTIZATIONS RECONSTRUCTION SCHEDULE 

Line 
- No. Description 

Gross CIAC: 
Company Gross ClAC as Filed 1 

Amount 

$ 5,461,736 

2 RUCO Recommended Gross ClAC 6,445,253 

3 RUCO Recommended Increasd(Decrease) Adjustment $ 983,517 

Accumulated Amoritization of CIAC: 
Company Accumulated Amortization of ClAC as Filed 4 $ (5,240,717) 

5 RUCO Recommended Accumulated Amortization of ClAC (5,616,555) 

6 RUCO Recommended Increase/( Decrease) Adjustment $ (375,838) 

7 Company Net ClAC as Filed 
8 RUCO Recommended Net ClAC 

9 RUCO Net IncreasdDecrease Adjustment 

$ 221,019 
828,698 

I $  607,679 1 

References: 
Per Company Response to RUCO DR 1 2 7  and Staff DR 1.15. 
Per Company Response to RUCO DR 1.27, Staff DR 1.15, and per Arizona Administrative 

Code Section R14-2-606 and per MXA Contractual Terms. 









m m 
N. 

m- 
c 
P 

IC 
m 

m 
". 
2 
Lo 

IC 
7 a 
0 N 









Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-7 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 7 
SCOTTSDALE CAPACITY REGULATORY LIABILITY 

Line 
No. Description Amount 

1 RUCO Scottsdale Capacity Over-Collection January 1, 1997 thru June 30, 2016 (See Work Paper for Calculation) $ 51,451 

2 Amortization Period - 2 1/2 Years or 40% per Annum $ 20,581 

3 RUCO Net Regulatory Liability -30,8711 

References: 
Company Response to RUCO DR 3.08 and 6.05 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-8 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 8 
INTENTIONALLY LEFT BLANK 

Line 
No. DescriDtion Amount 

References: 



u) 

t 

W 
v) 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31.2014 

Line 
- No. DescriDtion 

1 Salaries and Wages 
2 Purchased Wastewater Treatment 
3 Sludge Removal 
4 Purchased Power 
5 Fuel for Power Production 
6 Chemicals 
7 Materials and Supplies 
8 Contractual Services - Professional 
9 Contractual Services -Testing 
10 Contractual Services - Other 
11 Rents 
12 Transportation 
13 Insurance 
14 Scottsdale Capacity (Operating Lease) 
15 Miscellaneous 
16 Depreciation and Amortization 
17 Taxes OtherThan Income 
18 Property Taxes1 
19 Income Taxesr 

20 Total Operating Expenses 

21 Interest on Proposed Long-Term Debt 
22 Revenue Taxes and Assessments 
23 Regulatory Commission Expense 

24 Total Cash Working Capital Expenses 

Wastewater Division 
Direct Schedule TJC-10 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 10 
CASH WORKING CAPITAL 

[AI A [Cl Dl A [Fl [GI [HI 
Company Cash Working 
Adjusted RUCO RUCO Expense Net (Lead)/Lag Capital 
Test Year Expense Recommended Revenue (Lead)/Lag (Lead)/Lag Days Factor Requirement 
As Filed Adiustments ExDense Las Davs Col. ID1 - Col. [El Col. IFl I365 Col. IC1 x Col. IC1 

$ 242,213 !$ - $ 242,213 
5,647 5,647 

65,112 65,112 

19,215 4.773 23,988 
23,875 23,875 

313,511 313,511 
8,117 8,117 

361,855 (27,147) 334,708 
23,807 23,807 
15,371 15,371 
11,720 11,720 

164,522 (2,702) 161,820 
60,542 (268) 60,274 

- (253,139) (253,139) 

49,897 (311) 49.586 
153,021 92,444 245,465 

$ 1,518,424 $ (186,349) $ 1,332,075 

68,915 68,915 

150,000 (150,000) 

$ 1,668,424 $ (267,435) $ 1,400,990 

0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 
0.56 

0.56 
0.56 
0.56 

20.00 (19.44) 
28.22 (27.66) 

0.56 
34.37 (33.81) 

0.56 
4.94 (4.38) 

(20.42) 20.98 
20.05 (19.49) 
27.61 (27.05) 
46.68 (46.12) 
27.28 (26.72) 
24.75 (24.19) 

(162.50) 183.06 
15.00 (14.44) 
8.56 (8.00) 

0.56 
213.96 (213.40) 
37.00 (36.44) 

14.71 (14.15) 
0.56 

(1 36.54) 137.10 

(0.05327) $ 
(0.07579) 
0.00153 

(0.09264) 
0.00153 

0.05747 
(0.05340) 
(0.07411) 
(0.12636) 
(0.07321) 
(0.06628) 
0.50153 
(0.03957) 

(0.01200) 

(0.02192) 

0.00153 
(0.58466) 
(0.09984) 

(12,901) 
(428) 

(6,032) 

(288) 
1,372 

(16,742) 
(602) 

(42,294) 
(1,743) 
(1,019) 
5,878 

(6,403) 
(1,321) 

(28,991) 
(24,507) 

(0.03877) (2.672) 
0.00153 
0.37562 

25 Total RUCO Recommended Cash Working Capital 

26 Total Company Proposed Cash Working Capital 

27 RUCO Cash Working Capital Adjustment 

$ (138,692) 

(60,594) 

I $  (78,098l 

At Proposed Rates 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

OPERATING INCOME SUMMARY 

Line 
No. 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 

26 

[AI [BI [Cl 
Company RUCO 
Adjusted RUCO Recommended 
Test Year Recommended Adjusted Test Year 

Description As Filed Adjustments Amounts 

Revenues: 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Total Revenues 

Operating Expenses: 
Salaries and Wages 
Purchased Wastewater Treatment 
Sludge Removal 
Purchased Power 
Fuel for Power Production 
Chemicals 
Materials and Supplies 
Contractual Services - Professional 
Contractual Services - Testing 
Contractual Services - Other 
Rents 
Transportation 
Insurance 
Regulatory Commission - Rate Case Expense 
Scottsdale Capacity (Operating Lease) 
Miscellaneous 
Depreciation and Amortization 
Taxes Other Than Income 
Property Taxes 
Income Taxes 

Total Operating Expenses 

Operating Income 

952 $ 2,213,636 
16,067 16,067 
11,098 11,098 

$ 2,239,848 $ 952 $ 2,240,800 

$ 2,212,684 $ 

$ 242,213 $ - $  242,213 
5,647 5,647 

65,112 65,112 

19,215 
23,875 

31351 1 

361,855 
23,807 
15,371 
11,720 

164,522 
60,542 

484,271 

8,117 

4,773 

(27,147) 

33,333 
(2,702) 

(268) 
(253,139) 

23,988 
23,875 

313,511 
8,117 

334,708 
23,807 
15,371 
11,720 
33,333 

161,820 
60,274 

231,132 

49,478 (311) 49,167 
131,980 92,444 224,424 

$ 1,981,235 $ (153,016) $ 1,828,219 

$ 258,613 $ 153,968 $ 412,582 

Wastewater Division 
Direct Schedule TJC-11 

Page 1 of 1 

[Dl [El 

RUCO RUCO 
Recommended Recommended 

Changes Amounts 

$ (284,244) $ 1,929,392 
16,067 
11,098 

$ (284,244) $ 1,956,557 

(2,095) 
(1 06,561) 

$ 242,213 
5,647 

65,112 

23,988 
23,875 

31351 1 
8,117 

334,708 
23,807 
15,371 
11,720 
33,333 

161,820 
60,274 

231,132 

47,072 
11 7,863 

$ (108,656) $ 1,719,563 

$ (175,588) $ 236,994 

References: 
Column [A]: Company Schedule C-1 ; 
Column [B]: RUCO Recommended Total Adjustments Per Schedule TJC-12 on pages 1-2 at page 2 in Column [SI at line 26; 
Column [C]: Column [A] + [B] - RUCO Recommended Adjusted Test Year Amounts Per Schedule TJC-12 on page 2 of 2 in Column [TI; 
Column [D]: RUCO Recommended Increase/(Decrease) to Revenue Requirement; 
Column [E]: Column IC] + [D] - RUCO Recommended Increase/(Decrease) Amounts for Revenue Requirement. 
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Liberty Black Mountain Sewer 
Docket No. SW42361A-15-0206 et al. 
Test Year Ended December 31, 2014 

Wastewater Division 
Direct Schedule TJC-13 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. I 
DEPRECIATION EXPENSE 

[AI 

Company 
Description As Filed 

Line NARUC 
No. Account 

1 351 
2 352 
3 353 
4 354 
5 355 
6 360 
7 361 
8 362 
9 363 
10 364 
11 365 
12 366 
13 367 
14 370 
15 371 
16 374 
17 375 
18 380 
19 381 
20 382 
21 389 
22 390 
23 390.1 
24 391 
25 392 
26 393 
27 394 
28 395 
29 396 
30 397 
31 398 

32 903 
33 904 
34 940.1 

35 

36 

37 

$8 

I9 

Direct Plant: 
Organization 
Franchise 
Land 8 Land Rights 
Structures 8 Improvements 
Power Generation Equipment 
Collection Sewers -Forced 
Collection Sewers - Gravity 
Special Collecting Structures 
Services to Customers 
Flow Measuring Devices 
Flow Measruring Installations 
Reuse Services 
Reuse Meters And Installation 
Receiving Wells 
Effluent Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Trans. and Dist. System 
Treatment 8 Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Sewer Plant 8 Misc. Equipment 
Office Furniture 8 Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equip. 
Other Tangible Plant - Scottsdale Capacity 

Allocated Comorate Plant: 
Land 8 Land Rights 
Structures and Improvements 
Computers and Software 

Less: Contributions-in-Aid-of-Construction (CIAC) Amortizations 

Regulatory Liability - Scottsdale Capacity Erroneous Calculation 

RUCO Total Depreciation Expense 

Company Adjusted Depreciation Expense As Filed 

RUCO Increase/(Decrease) Expense Adjustment 

$ -  

3,091,615 

1,130,090 
4,555,232 

260.442 
31,668 

180.051 

1,028,182 
385,099 

326,067 

992,742 
289.536 

28.151 

28,942 
10.683 

43,968 

486,294 

75,829 
13,207 

Gross ClAC 

$ 6,445,253 

PI GI 
RUCO RUCO 

Non-Depre. Depreciable UPlS 
Fully Depre. Recommended 

471,024 
(152,917) 

3,839 
340 
(51 ) 

(7) 
(31,668) 

88.557 

(2,211) 

(3,150) 
(62,246) 
62,224 
2,181 

(0) 

58,683 

2,938,899 
3.839 

1,130,430 
4,555,182 

260,435 

180,051 

1,028,162 
473,657 

323,857 

989,592 
227,290 
62,224 
30,332 

28.942 
10,683 

102,651 

486,294 

(75,829) 
(13,207) 

$ 12,832339 

Fully Amortized Gross ClAC 
ClAC Depre. Deduction 

- $ 6,445.253 

51,451 

[Dl [El 
Authorized RUCO 

Depreciation Depreciation Expense 
Rate Recommended 

0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 
10.00% 
10.00% 
2.00% 
8.33% 
3.33% 
12.50% 
2.50% 
2.50% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 
20.00% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 

97,861 
19: 

22.60! 
91,lO' 

5.205 

18,005 

34,23t 
59,201 

16,19: 

66,OOE 

12,445 
6,066 

1,447 
1.068 

15.160 

10,265 

48,629 

0.00% 
2.56% 
20.00% 

$ 505,709 

3.94% $ (253,997: 

40.00% (20,581) 

231.1 32 

484.271 

$ (253,139) 

* Fully Depreciated Per Company Schedule C-2. page 2 

References: 
Company B-2 and C-1 Schedules, and RUCO Schedule TJC4(a), pages 1 8 2 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31, 2014 

Wastewater Division 
Direct Schedule TJC-14 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 2 
PROPERTY TAXES 

[AI PI 

Line 
No. 

RUCO 
Property Tax Calculation AS ADJUSTED 

1 
2 
3 
4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

RUCO Adjusted Test Year Gross Revenues 
Multiplied by 2 
Subtotal (Line 1 Line 2) 
RUCO Adjusted Test Year Gross Revenues 
RUCO Recommended Revenue 
Subtotal (Line 3 + Line 4a) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP Per Company Schedule E-1 As Filed 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessed Value (Line 12 Line 13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation) 

$ 2,240,800 
e 

RUCO 
RECOMMENDED 

$ 2,240,800 

$ 4,481,600 
2,240,800 

$ 4,481,600 

$ 6,722,400 
3 

$ 2,240,800 

1,956,557 
$ 6,438,157 

3 
$ 2,146,052 

2 
$ 4,481,600 

33,596 
$ 4,448,004 

18.0% 
$ 800,641 

6.1409% 

RUCO Adjusted Test Year Property Tax Expense (Line 14 * Line 15) 
Company Adjusted Test Year Property Tax Expense (Per Company Schedule C-I) 

$ 49,167 
49,478 

RUCO Test Year Adjustment (Line 16-Line 17) 
Property Tax - RUCO Recommended Revenue (Line 14 * Line 15) 
RUCO Test Year Adjusted Property Tax Expense (Line 16) 
Increase/(Decrease) to Property Tax Expense 

$ (311) 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line 22 / Line 23) 

" 

$ 4,292,105 

33,596 
$ 4,258,509 

18.0% 
$ 766,532 

6.1409% 

$ 47,072 
49,167 

$ (2,095) 

$ (2,095) 
(284,244) 
0.7369% 

References: 
RUCO Schedule TJC-11 
RUCO Schedule TJC-4(a) page 1 of 2 



Liberty Black Mountain Sewer 
Docket No. SW42361A-154206 et al. 
TestYearEnded Decernber31,2014 

Wastewater Division 
Direct Schedule TJC-15 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 3 
INTENTIONALLY LEFT BLANK 

Line 
- No. DescriDtion Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-16 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 4 
REVENUE ACCRUAL FIX 

Line 
- No. DescriDtion 

1 Revenue Accrual Fix per Company Schedule H-I  as Filed 

Amount 

I S  952 1 

References: 
Per Company Schedule H-1 



Liberty Black Mountain Sewer 
Docket No. SW42361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-17 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 5 
MISCELLANEOUS EXPENSE 

Line 
- No. DescriDtion 

1 Unreconciliable Difference Between Booked and Bill Count Revenues Per Company Schedule H-1 

Amount 

LS (26811 

References: 
Per Company Response to RUCO DR 1.46 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-18 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 6 
INTENTIONALLY LEFT BLANK 

Line 
- No. DescriDtion Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-19 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 7 
SCOTTSDALE CAPACITY OPERATING LEASE CALCULATION CORRECTION 

Line 
- No. Description 

1 

2 

3 RUCO Adjustment 

Per Company Capitalized Lease Methodology Calculation 

Per RUCO Operating Lease Methodology Calculation 

Amount 

$ 164,522 

161,820 

) $  (2,70211 

References: 
Per Company Response to RUCO DR 3.08 
Per Company Response to RUCO DR 6.05 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJCZO 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 0 
INTENTIONALLY LEFT BLANK 

Line 
- No. DescriDtion Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-21 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 9 
RECLASSIFY CAPITALIZED EXPENDITURES TO OBM EXPENSES 

Line 
- No. DescriDtion 

Removed from UPIS: 
I UPlS Account 354 
2 UPlS Account 380 
3 Total Removed from UPlS 

Reclassed to OBM ExDense: 
Total Reclassed to O&M Expense Account - Chemicals 4 

Amount 

!3 (1.202) 
I .  , 
(3,571) 

$ (4,773) 

$ 4,773 

References: 
Per Company Response to Staff DR DH 3 
Per RUCO Field Inspection with Company Representatives 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-22 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. I O  
INTENTIONALLY LEFT BLANK 

Line 
- No. DescriDtion Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,201 4 

Wastewater Division 
Direct Schedule TJC-23 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 11 
INTENTIONALLY LEFT BLANK 

Line 
- No. Description Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-24 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 12 
INTENTIONALLY LEFT BLANK 

Line 
No. Description Amount 

References : 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-25 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 13 
ALGONQUIN POWER UTILITIES CORPORATION ("APUC") COST ALLOCATIONS 

Line 
No. Description 

1 Legal Costs 
2 Taxservices 
3 Audit 

4 RUCO Recommended APUC Cost Allocations 

5 Company Requested 

6 RUCO Recommended Adjustment 

Amount 

$ 2,432 
3,976 
4,289 

$ 10,698 

37,845 

$ (27,147) 

References: 
Per Company Response to Staff 6.1 
Prior Commission Decision No. 71865 at page 25 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-26 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 14 
INTENTIONALLY LEFT BLANK 

Line 
No. DescriDtion - Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-27 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 15 
INTENTIONALLY LEFT BLANK 

Line 
No. Description Amount 

References: 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-154206 et al. 
Test Year Ended December 31,201 4 

Wastewater Division 
Direct Schedule TJC-28 

Page 1 of 1 

RATE BASE ADJUSTMENT NO. 16 
RATE CASE EXPENSE 

Line 
No. Description Amount 

1 Company Rate Case Expense Requested $ 450,000 

2 

3 RUCO Adjustment 

4 

RUCO Rate Case Expense Recommended 

Annual Rate Case Expense Normalized Over 3-Years (Line 2 I3-Years) 

100,000 

$ (350,000) 

1$i 

References: 
Per Company Response to RUCO DR 1.63 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31, 201 4 

Wastewater Division 
Direct Schedule TJC-29 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 17 
INCOME TAXES 

[AI PI 
Test Year 

Line Adjusted Test Year Recommended 
- No. Description Amount Amount 

1 RUCO Computed Adjusted Test Year Income Tax $ 224,424 $ 11 7,863 

2 

3 

Company Income Tax As Filed 

RUCO Adjustment to Income Tax Expense 

References: 
See RUCO Schedule TJC-1 at page 2 of 2; 

153,021 131,980 

$ 92,444 $ (3591 58) 

Company Schedule C-I Adjusted Test Year as Filed 



Liberty Black Mountain Sewer 
Docket No. SW-02361A-15-0206 et al. 
Test Year Ended December 31,2014 

Wastewater Division 
Direct Schedule TJC-30 

Page 1 of 1 

COST OF CAPITAL 

[AI [BI [CI [Dl 
WEIGHTED 

Line DOLLAR CAPITAL COST COST 
No. Description AMOUNT RATIO RATE RATE 

1 Long-Term Debt $ 1,952,259 30.00% 3.53% 1 .O6% 

2 Common Equity 

3 Total Capitalization 

4 WEIGHTED AVERAGE COST OF CAPITAL ( "WACC)  

4,555,272 70.00% 8.95% 6.27% 

!§ 6,507,531 100.00% 

References: 
Columns [A] Thru [D]: JAC & JAC Testimony 
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EXHIBIT 2 



Black Mountain Sewer Company 2000 Note 2 
As Restated March 16,2001 

Principal Balance: $886,650.33 

FOR VALUE RECEIVED, the undersigned, Black Mountain Sewer Company 
hereby acknowledges itself indebted to ALGONQUIN WATER RESOURCES OF 
AMERICA INC. (the “Lender”) and unconditionally promises to pay to or to the order of at 
2845 Bristol Circle, Oakville, Ontario, L6H 7H7, or such other place and/or person as the Lender 
may by notice in writing to the Debtor direct, the aggregate unpaid principal balance of all 
advances made to the undersigned (the “Principal Balance”) as recorded by the Lender on the 
Schedule attached hereto on and subject to the terms and conditions of this Note. 

The Principal Balance due hereunder may be reduced to zero from time to time 
without affecting the validity of this note. The Lender may, and is hereby unconditionally and 
absolutely authorized and directed by the undersigned to, enter on the attached schedule and any 
addition thereto all advances, all payments made on account of the amounts remaining unpaid 
and the dates thereof. The aggregate Principal Balance of the advances shown on the attached 
schedule and any addition thereto shall be rebuttable presumptive evidence of the principal 
amount owing and unpaid on this Note. The failure to record the date and amount of any 
advance on the attached schedule shall not limit or otherwise affect the obligation of the 
undersigned to repay the Principal Balance of the advances actually made by the Lender together 
with all interest accruing on such Principal Balance. 

1. 
meanings: 

Definitions. As used herein, the following terms shall have the following 

c6affiliate’y has the meaning ascribed to it in the Securities Act (Ontario). 

c6Business Day” means any day except Saturday, Sunday or any day on which 
Canadian chartered banks are generally not open for business in the City of Toronto. 

c‘Debtor’’ means Black Mountain Sewer Company and its successors and assigns. 

“Encumbrances” means liens, claims, charges, demands, adverse claims, title 
retention agreements, security interests, pledges, hypothecs, mortgages and encumbrances of 
every nature and kind whatsoever and also includes any rights or privileges capable of becoming 
liens, claims, charges, demands, adverse claims, title retention agreements, security interests, 
pledges, hypothecs, mortgages and encumbrances of any nature and kind whatsoever. 

“Event of Default” means any one or more of the events described in Section 6 
hereof. 

“General Security Agreement” means the agreement between the Debtor and 
the Lender entered into as security with respect to all hture indebtedness. 

11460557.1 



“Indebtedness” means, at any time, all of the Principal Balance, any interest 
owing or accrued thereon and all other amounts owing to the Lender pursuant to the terms hereof 
which have not been paid to the Lender by the Debtor. 

“Interest Pavment Date” means the last day of each calendar month in each 
year. 

“Lender” means Algonquin Water Resources of (America) Inc. and its 
successors and assigns. 

“Permitted Encumbrances” means: 

1 1460557.1 

encumbrances incurred or pledges and deposits made in connection with workers’ 
compensation, unemployment insurance, old age pensions and similar legislation; 

rights and remedies of lessors under any realty leases (including distress rights) or 
under leases of personal property, and rights and remedies of licensors under 
licences of property; 

reversionary rights or other rights of lessors relating to leasehold improvements 
under any realty leases; 

liens securing payment of Taxes, assessments and governmental charges or levies, 
either (i) not delinquent or (ii) being contested in good faith by appropriate 
proceedings; 

liens of mechanics, materialmen, warehousemen, carriers or other similar liens 
arising by operation of law or statute securing obligations incurred in the ordinary 
course of business that are not yet due and payable; 

encumbrances on the lessors’ or licensors’ interest relating to real or personal 
property leased or licensed to the Debtor; 

the exceptions contained in any applicable land titles registration statutes in any 
jurisdiction where premises owned by the Debtor are located; 

permits, rights of way, zoning restrictions, easements, licences, reservations, 
restrictions on the use of real property or minor irregularities or minor title defects 
incidental thereto which do not in the aggregate materially detract from the value 
of the property or assets of the Debtor or materially impair the operation of the 
business of the Debtor; 

capital or operating leases and any Encumbrances created for the purpose of 
financing the purchase or leasing of equipment and fixtures; 

security given in the ordinary course of business securing the performance of 
bids, tenders or equipment leases; 

, 



Black Mountain Sewer Company 2000 Note 3 
As Restated March 16,2001 

Principal Balance: $465,761.81 

FOR VALUE RECEIVED, the undersigned, Black Mountain Sewer Company 
hereby acknowledges itself indebted to ALGONQUIN WATER RESOURCES OF 
AMERICA INC. (the “Lender”) and unconditionally promises to pay to or to the order of at 
2845 Bnstol Circle, Oakville, Ontario, L6H 7H7, or such other place andor person as the Lender 
may by notice in writing to the Debtor direct, the aggregate unpaid principal balance of all 
advances made to the undersigned (the “Principal Balance”) as recorded by the Lender on the 
Schedule attached hereto on and subject to the terms and conditions of this Note. 

The Principal Balance due hereunder may be reduced to zero from time to time 
without affecting the validity of this note. The Lender may, and is hereby unconditionally and 
absolutely authorized and directed by the undersigned to, enter on the attached schedule and any 
addition thereto all advances, all payments made on account of the amounts remaining unpaid 
and the dates thereof. The aggregate Principal Balance of the advances shown on the attached 
schedule and any addition thereto shall be rebuttable presumptive evidence of the principal 
amount owing and unpaid on this Note. The failure to record the date and amount of any 
advance on the attached schedule shall not limit or otherwise affect the obligation of the 
undersigned to repay the Principal Balance of the advances actually made by the Lender together 
with all interest accruing on such Principal Balance. 

1. 
meanings: 

Definitions. As used herein, the following terms shall have the following 

“affiliate” has the meaning ascribed to it in the Securities Act (Ontario). 

“Business Day” means any day except Saturday, Sunday or any day on which 
Canadian chartered banks are generally not open for business in the City of Toronto. 

“Debtor” means Black Mountain Sewer Company and its successors and assigns. 

“Encumbrances” means liens, claims, charges, demands, adverse claims, title 
retention agreements, security interests, pledges, hypothecs, mortgages and encumbrances of 
every nature and kind whatsoever and also includes any rights or privileges capable of becoming 
liens, claims, charges, demands, adverse claims, title retention agreements, security interests, 
pledges, hypothecs, mortgages and encumbrances of any nature and kind whatsoever. 

“Event of Default’’ means any one or more of the events described in Section 6 
hereof. 

“General Security Agreement” means the agreement between the Debtor and 
the Lender entered into as security with respect to all future indebtedness. 

1 14605S7.1 



“Indebtedness” means, at any time, all of the Principal Balance, any interest 
’ owing or accrued thereon and all other amounts owing to the Lender pursuant to the terms hereof 
which have not been paid to the Lender by the Debtor. 

“Interest Payment Date” means the last day of each calendar month in each 
year. 

“Lender” means Algonquin Water Resources of (America) Inc. and its 
successors and assigns. 

“Permitted Encumbrances” means: 

encumbrances incurred or pledges and deposits made in connection with workers’ 
compensation, unemployment insurance, old age pensions and similar legislation; 

rights and remedies of lessors under any realty leases (including distress rights) or 
under leases of personal property, and rights and remedies of licensors under 
licences of property; 

reversionary rights or other rights of lessors relating to leasehold improvements 
under any realty leases; 

liens securing payment of Taxes, assessments and governmental charges or levies, 
either (i) not delinquent or (ii) being contested in good faith by appropriate 
proceedings; 

liens of mechanics, materialmen, warehousemen, carriers or other similar liens 
arising by operation of law or statute securing obligations incurred in the ordinary 
course of business that are not yet due and payable; 

encumbrances on the lessors’ or licensors’ interest relating to real or personal 
property leased or licensed to the Debtor; 

the exceptions contained in any applicable land titles registration statutes in any 
jurisdiction where premises owned by the Debtor are located; 

permits, rights of way, zoning restrictions, easements, licences, reservations, 
restrictions on the use of real property or minor irregularities or minor title defects 
incidental thereto which do not in the aggregate materially detract from the value 
of the property or assets of the Debtor or materially impair the operation of the 
business of the Debtor; 

capital or operating leases and any Encumbrances created for the purpose of 
financing the purchase or leasing of equipment and fixtures; 

security given in the ordinary course of business securing the performance of 
bids, tenders or equipment leases; 

f 
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Arizona Administrative Code 

Corporation Commission - Fixed Utilities 

Title 14, Ch. 2 

D. Service establishments, re-establishments or reconnect charge 
1. A utility may make a charge as approved by the Commis- 

sion for the establishment, reestablishment, or reconnec- 
tion of utility service. 
For the purpose of this rule, service establishments are 
where the customer’s facilities are ready and acceptable 
to the utility and do not require construction on the part of 
the utility. 

Applicants for temporary service may be required to pay 
the utility, in advance of service establishment, the esti- 
mated cost of installing and removing the facilities neces- 
sary for hrnishing sewer service. 
Where the duration of service is to be less than one 
month, the applicant may also be required to advance a 
sum of money equal to the estimated bill for service. 
Where the duration of service is to exceed one month, the 
applicant may also be required to meet the deposit 
requirements of the utility. 
If at any time during the term of the agreement for service 
the character of a temporary customer’s operations 
changes so that in the opinion of the utility the customer 
is classified as permanent, the terms of the utility’s main 
extension rules shall apply. 

2. 

E. Temporary service 
1. 

2. 

3. 

4. 

Historical Note 
Adopted effective March 2,1982 (Supp. 82-2). Amended 

to correct subsection numbering (Supp. 99-4). 

Rll-2-604. Minimum customer information requirements 
A. Information for residential customers 

1. Each utility shall make available upon customer request 
not later than 60 days from the date of request a concise 
summary of the rate schedule applied for by such cus- 
tomer. The summary shall include the following: 
a. Monthly minimum or customer charge, identifying 

the amount of the charge and the specific amount of 
minimum discharge included in the minimum 
charge, where applicable. 
Rate calculation, including where applicable, com- 
putations based upon seasonal or annual water 
usages. 

The utility shall to the extent practical identify the tariff 
most advantageous to the customer and notify the cus- 
tomer of such prior to service commencement. 
In addition, a utility shall make availaide upon customer 
request not later than 60 days from the date of request a 
copy of the Commission’s rules and regulations govern- 
ing: 
a. Deposits 
b. Terminations of service 
c. Billing and collection 
d. Complaint handling. 
Each utility shall inform all new customers of their rights 
to obtain the information specified above. 

Each utility shall transmit to affected customers by the 
most economic means available a concise summary of 
any change in the utility’s tariffs affecting those custom- 
ers. 
This information shall be transmitted to the affected cus- 
tomer within 60 days of the effective date of the change. 

Historical Note 
Adopted effective March 2, 1982 (Supp. 82-2). 

b. 

2. 

3. 

4. 

Information required due to changes in tariffs 
1. 

B. 

2. 

R14-2-605. Service connections 
A. Priority and timing 

After an applicant has complied with the utility’s applica- 
tion and deposit requirements and has been accepted for 
service by the utility, the utility shall schedule that cus- 
tomer for service connection. 
Service connections shall be scheduled for completion 
within five working days of the date the customer has 
been accepted for service, except in those instances when 
the customer requests service connection beyond the five 
working day limitation. 
When the utility has made arrangements to meet with a 
customer for service establishment purposes and the util- 
ity or the customer cannot make the appointment during 
the prearranged time, the utility shall reschedule the con- 
nection to the satisfaction of both parties. 
For the purposes of this rule, establishment of service 
takes place only when the customer’s facilities are ready 
and acceptable to the utility. 

B. Customer provided facilities 
1 .  An applicant for service shall be responsible for the 

installation of all plumbing up to the applicant’s property 
line. In addition, the applicant is responsible for the 
proper grade or leveling of the sewer connection so that it 
conforms with the collection system of the utility. 

2. Funds collected for service connections may be nonre- 
fundable contributions to the utility. 

Customer provided equipment safety and operation. Each cus- 
tomer shall be responsible for maintaining all equipment and 
facilities using or used for utility services located on his side of 
the point of collection in safe operating condition. 

C. 

D. Easements and ri&ts-of-wav 
1 .  

2. 

t 

I 

Each customer shall grant adequate easement and right- 
of-way satisfactory to the utility to ensure that customer’s 
proper service connection. Failure on the part of the cus- 
tomer to grant adequate easement and right-of-way shall 
be grounds for the utility to refuse service. 
When a utility discovers that a customer or his agent is 
performing work or has constructed facilities adjacent to 
or within an easement or right-of-way and such work, 
construction or facility poses a hazard or is in violation of 
federal, state or local laws, ordinances, statutes, rules or 
regulations, or significantly interferes with the utility’s 
access to equipment, the utility shall notify the customer 
or his agent and shall take whatever actions are necessary 
to eliminate the hazard, obstruction or violation at the 
customer’s expense. 

Historical Note - 

Adopted effective March 2,1982 (Supp. 82-2). Amended 
to correct subsection numbering (Supp. 99-4). 

R14-2-606. Collection main extension agreements 
A. General requirements 

Each utility entering into a main extension agreement 
shall comply with the provisions of this rule, which spe- 
cifically defines the conditions governing collection main 
extensions. 
Upon request by a potential applicant for a collection 
main extension, the utility shall prepare, without charge, a 
preliminary sketch and rough estimate of the cost of 
installation to be paid by said applicant. 
Any applicant for a collection main extension requesting 
the utility to prepare detailed plans, specifications, or cost 
estimates may be required to deposit with the utility an 
amount equal to the estimated cost of preparation. The 
utility shall. upon request, make available within 90 days 
after receipt of the deposit referred to above, such plans, 
specifications. or cost estimates of the proposed collec- 
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tion main extension. Where the applicant accepts the 
plans and the utility proceeds with construction of the 
extension, the deposit shall be credited to the cost of con- 
struction; otherwise the deposit shall be nonrefundable. If 
the extension is to include oversizing of facilities to be 
done at the utility’s expense, appropriate details shall be 
set forth in the plans, specifications and cost estimates. 
Where the utility requires an applicant to advance funds 
for a collection main extension, the utility shall furnish 
the applicant with a copy of the extension tariff of the 
appropriate utility prior to the applicant’s acceptance of 
the utility’s extension agreement. 
All collection main extension agreements requiring pay- 
ment by the applicant shall be in writing and signed by 
each party before the utility commences construction. 
In the event the utility’s actual cost of construction is dif- 
ferent from the amount advanced by the customer, the 
utility shall make a refund to or collect additional funds 
from, the applicant within 120 days after the completion 
of the construction. 
The provisions of this rule apply only to those applicants 
who in the utility’s judgment will be permanent custom- 
ers of the utility. Applications for temporary service shall 
be governed by the Commission’s rules concerning tem- 
porary service applications. 

B. Minimum written agreement requirements 
Each collection main extension agreement shall, at a min- 
imum, include the following information: 
a. Name and address of applicant(s) 
b. Proposed service address or location 
c. Description of requested service 
d. Description and sketch of the requested main exten- 

sion 
e. A cost estimate to include materials, labor, and other 

costs as necessary 
f. Payment terms 
g. A clear and concise explanation of any refunding 

provisions, if appropriate 
h. The utility’s estimated start date and completion date 

for construction of the collection main extension 
2. Each applicant shall be provided with a copy of the writ- 

ten collection main extension a, ureement. 
Main extension requirements. Each main extension tariff shall 
include the following provisions: 
1 .  A maximum footage andor equipment allowance to be 

provided by the utility at no charge. The maximum foot- 
age and/or equipment allowance may be differentiated by 
customer class. 
An economic feasibility analysis for those main exten- 
sions which exceed the maximum footage and/or equip- 
ment allowance. Such economic feasibility analysis shall 
consider the incremental revenues and cost associated 
with the main extension. In those instances where the 
requested main extension does not meet the economic 
feasibility criteria established by the utility, the utility 
may require the customer to provide funds to the utility, 
which will make the main extension economically feasi- 
ble. The methodology employed by the utility in deter- 
mining economic feasibility shall be applied uniformly 
and consistently to each applicant requiring a main exten- 
sion. 
The timing and methodology by which the utility will 
retimd any advances in aid of construction as additional 
customers are served off the main extension. The cus- 
tomer may request an annual survey to determine if  addi- 
tional customers have been connected to and are using 

4. 

5. 

6.  

7. 

1. 

C. 

2. 

3. 

ssion - 

D. 

E. 

R1 
A. 

B. 

C. 

L 

D. 

service from the main extension. In no case shall the 
amount of the refund exceed the amount originally 
advanced. 
All advances in aid of construction shall be noninterest 
bearing. 
If after five years from the utility’s receipt of the advance, 
the advance has not been totally refunded, the advance 
shall be considered a contribution in aid of construction 
and shall no longer be refundable. 

Residential subdivision development and permanent mobile 
home parks. Each utility shall submit as a part of its main 
extension tariff separate provisions for residential subdivision 
developments and permanent mobile home parks. 
Ownership of facilities. Any facilities installed hereunder shall 
be the sole property of the utility. 

Historical Note 
Adopted effective March 2, 1982 (Supp. 82-2). Amended 

to correct subsection numbering (Supp. 99-4). 

4. 

5 .  

4-2-607. Provision of service 
Utility responsibility 
1. Each utility shall be responsible for the safe conduct and 

handling of the sewage from the customer’s point of col- 
lection. 
The utility may, at its option, refuse service until the cus- 
tomer has obtained all required permits andor inspec- 
tions indicating that the customer’s facilities comply with 
local construction and safety standards. 

Each customer shall be responsible for maintaining all 
facilities on the customer’s premises in safe operating 
condition and in accordance with the rules of the state 
Department of Health. 
Each customer shall be responsible for safeguarding all 
utility property installed in or on the customer’s premises 
for the purpose of supplying utility service to that cus- 
tomer. 

Continuity of service. Each utility shall make reasonable 
efforts to supply a satisfactory and continuous level of service. 
However, no utility shall be responsible for any damage or 
claim of damage attributable to any interruption or discontinu- 
ation of service resulting from: 
1. Any cause against which the utility could not have rea- 

sonably foreseen or made provision for, Le., force 
majeure 
In‘tentional service interruptions to make repairs or per- 
form routine maintenance - 
Any temporary overloading of the utility’s collection or 
treatment facilities. 

Each utility shall make reasonable efforts to reestablish 
service within the shortest possible time when service 
intemptions occur. 
Each utility shall make reasonable provisions to meet 
emergencies resulting from failure of service, and each 
utility shall issue instructions to its employees covering 
procedures to be followed in the event of emergency in 
order to prevent or mitigate interruption or impairment of 
service. 
In the event of a national emergency or local disaster 
resulting in disruption of normal service, the utility may, 
in the public interest, interrupt service to other customers 
to provide necessary service to civil defense or other 
emergency service agencies on a temporary basis until 
normal service to these agencies can be restored. 

2. 

Customer responsibility 
1. 

2. 

2. 

3. 

Service interruption 
1. 

2. 

3. 
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LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S THIRD SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 10,20 15 

Respondent: Liberty Utilities (Black Mountain Sewer) Corp. 

Address: 12725 W. Indian School Rd., Suite D-101 
Avondale, AZ 85392 

Company Response Number: 3.01 

Q. Main Extension Aareement(s) V‘MXA”) - For clarity and understanding purposes, 
when the Company signs a MXA with any party (i.e., Applicant, Developer, or 
Builder), please provide descriptive responses beyond a simple yes or no when 
possible to the following requests: 

a. 

b. 

C. 

d. 

e. 

f. 

g- 

h. 

i. 

j .  

Can the MXA be classified as either an Advance-in-Aid-of-Construction 
(“AIAC”) or a Contribution-in-Aid-of-Construction (“CIAC”)? 
Does the Company or Developer determine whether it is classified as 
AIAC or CIAC? 
When is the decision made during the MXA process for determining the 
proper classification as either AIAC or CIAC? 
If it is classified as AIAC, who determines the percentage @e., 10% or 
20%) of total gross revenues to be refunded annually? 
Is the percentage of rehndable revenues the same for water and sewer or 
different? If different percentages apply to water and sewer, please 
explain the reasons why the refund percentages are different. 
Which party to the MXA determines the contractual period (Le., number 
of years) if it is classified as AIAC? 
What is generally the contractual period (i.e., years) for a MXA classified 
as AIAC? If the MXA contractual period exceeds 10-years, which party 
determines to extend the contractual period beyond the original expiration 
date? 
At the expiration of a MXA contractual period that has been classified as 
AIAC, does the Company convert the non-refunded AIAC amount to 
CIAC? 
Under what circumstances would the Company extend the MXA 
contractual period that was originally classified as AIAC? 
When are annual refunds of AIAC made (Le., month) by the Company to 
the Developer? 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S THIRD SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 10,20 15 

Respondent: Liberty Utilities (Black Mountain Sewer) Corp. 

Address : 12725 W. Indian School Rd., Suite D-101 
Avondale, AZ 85392 

k. At what time of the year (Jan. - Dec.) does the Company convert an 
expired MXA from AIAC to CIAC? 

RESPONSE: 

a. Main extension agreements are not classified as AIAC or CIAC. Whether a 
developer contribution or advance is classified as AIAC or CIAC depends on 
classification of the facilities under the Company’s tariffs, NARUC, and/or 
Commission rules. With this in mind, developer advances or contributions can 
be classified as AIAC or CIAC, or a combination of each. 

b. See the Company’s response to Data Request 3.01(a). Generally, the Company 
makes that determination based on Commission rules and the Company’s tariffs. 

c. See the Company’s response to Data Request 3.01(a). That decision is usually 
made during drafting and negotiation of the main extension agreement. 

d. Currently, the Company refunds developer advances in aid of construction at 20 
percent for 5 years. Under prior tariffs, the Company generally refunded 
developer advances at 10 percent for 10 years. 

e. Liberty Black Mountain doesn’t provide water utility services. 
f. Currently, the Company refunds developer advances in aid of construction at 20 

percent for 5 years. Under prior tariffs, the Company generally refunded 
developer advances at 10 percent for 10 years. 

g. See the Company’s response to Data Request 3.01(d). 
h. Generally, yes. 
i. See the Company’s response to Data Request 3.01(d). The Company can’t 

speculate on what circumstances it may extend the refund period without further 
detail. 

j .  Annual refunds are issued in August. 
k. The refunding period will depend upon the terms, conditions and schedule set 

forth in the main extension agreement. The Company has refund periods from 
January-December and July-June. 
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EXECUTIVE SUMMARY 

RUCO recommends that the Commission adopt a 7.32 percent overall rate of return for Liberty 

Utilities (Black Mountain Sewer) Corp. (“Company”), based upon (i) the Company’s proposed 

pro forma capital structure consisting of 30.00 percent long-term debt and 70.00 percent common 

equity, (ii) the Company’s proposed 3.53 percent cost of long-term debt, and (iii) RUCO’s 

recommended 8.95 percent cost of equity, as shown below: 

Weight Cost Weishted Cost 

Long-Term Debt 30.00 % 3.53 % 1.06 ‘Yo 
Common Equity 70.00 % 8.95 % 6.27 % 

Overall Rate of Return 7.32 ‘YQ 

RUCO’s 8.95 percent cost of equity is derived from estimates obtained from three cost of equity 

estimation models, the results of which are as follows: 

Estimated Cost 

Discounted Cash Flow 8.85 % 
Capital Asset Pricing Model 7.56 % 
Comparable Earnings 10.44 % 

Average Cost of Equity 8.95 ‘YQ 

I will also demonstrate that the 10.8 percent cost of equity recommendation of Black Mountain 

witness, Thomas J. Bourassa significantly over-states the Company’s actual cost of equity. 

i 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of John A. Cassidy 
Liberty Utilities (Black Mountain Sewer) Corp. 
Docket No. SW-02361A-15-0206, et al. 

1. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility 

Consumers Office (“RUCO”). My business address is 11 10 W. Washington Street, Suite 

220, Phoenix, AZ. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Administration degree with an emphasis in Finance from Arizona State University. I am 

a member of Beta Gamma Sigma, the National Business Honor Society, and have passed 

the CPA exam, though I opted not to pursue certification. I have worked professionally 

as a librarian, financial consultant and tax auditor, and have over seven years of regulatory 

work experience as a Public Utilities Analyst with the Arizona Corporation Commission, 

where I served as a cost of capital witness on behalf of Staff testifying in numerous rate 

case proceedings. I have attended utility related seminars sponsored by both the National 

Association of Regulatory Utility Commissioners (NARUC), and the Society of Utility 

Regulatory Financial Analysts (SURFA). At present, I am preparing to sit for the Certified 

Rate of Return Analyst (CRRA) exam. Attachment 1 contains a summary of my prior 

regulatory work experience. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations for the 

establishment of a fair value rate of return. For purposes of establishing a fair value rate 

1 
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of return on its invested capital in this proceeding, the Company has elected to use its 

original cost rate base (OCRB) as its fair value rate base (FVRB). 

Q. 

A. 

II. 

Q. 

A. 

Will RUCO provide direct testimony on the rate base, operating income and rate 

design issues in this proceeding? 

Yes. RUCO witness, Mr. Tim Coley, will also file direct testimony in this proceeding. Mr. 

Coley’s testimony will address the rate base and operating income issues associated with 

the case, as well as RUCO’s proposed rate design. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into eleven (1 1) different sections as identified 

in my “Table of Contents.” In summary I have derived cost of equity estimates obtained 

from both the Discounted Cash Flow (“DCF”) model and the Capital Asset Pricing Model 

(“CAPM”). The DCF and CAPM are market-based cost of equity estimation models, and 

both have consistently been employed by RUCO and ACC Staff in prior rate proceedings. 

Additionally, both the DCF and CAPM are methodologies which the ACC has traditionally 

given the most weight when establishing authorized rates of return for utilities operating 

within its Arizona jurisdiction. In addition to the DCF and CAPM models, I have also 

prepared a Comparable Earnings (‘ICE’’) analysis. The Company’s witness, Mr. Thomas 

J. Bourassa, also obtains cost of equity estimates from both the DCF and CAPM models, 

as well as from a Risk Premium Model (“RPM”). My testimony will conclude with a 

discussion of Mr. Bourassa’s cost of equity estimation methodologies, and I will 
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demonstrate that his analyses significantly over-states the Company’s actual cost of 

equity. 

2. 

4. 

111. 

Q. 

A. 

Please summarize the recommendations and adjustments that you will address in 

your testimony. 

Based on the results of my analysis, I am making the following recommendations: 

I recommend that the Commission adopt a 7.32 percent overall rate of return for the 

Company. The components included in my cost of capital calculation include:’ 

Weight Cost Weighted Cost 

Long-Term Debt 30.00 % 3.53 % 1.06 % 
Common Equity 70.00 Yo 8.95 Yo 6.27 Yo 

Overall Rate of Return 7.32 YQ 

The cost of equity estimates included in my calculations are derived from the following 

three cost of equity models: 

Estimated Cost 

Discounted Cash Flow 8.85 O/o 

Capital Asset Pricing Model 7.56 % 
Comparable Earnings 10.44 % 

Average Cost of Equity 8.95 YQ 

ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA 

What are the basic economic principles which apply in the determination of a fair 

rate of return for regulated public utilities in Arizona? 

For regulated public utilities in Arizona, rates are established in a manner designed to 

allow for recovery of the utility’s costs, including capital costs. This is traditionally referred 

~~ ~ 

See JAC Schedule 1 
3 
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to as “cost of service” ratemaking. Rates are established using the “rate base - rate of 

return” concept, wherein utilities are allowed to recover specific operating expenses, taxes 

and depreciation, and granted an opportunity to earn a fair value rate of return on the 

assets utilized (Le., fair value rate base) in providing service to ratepayers. Rate base is 

derived from the asset side of the utility’s balance sheet, while rate of return is developed 

from the liability/stockholders’ equity side of the balance sheet. The revenue impact of 

the cost of capital in rates is determined by multiplying rate base by rate of return. In the 

instant docket RUCO is recommending an overall rate of return for Black Mountain of 7.32 

percent. 

9. 

4. 

P. 

4. 

Is the Company proposing that its original cost rate base also be used as its fair 

value rate base? 

Yes. 

What is the meaning of a “fair rate of return” when analyzing a rate case 

application? 

From an economic standpoint, a “fair rate of return” is one which allows an efficient and 

economically well managed utility the ability to maintain its financial integrity, attract 

capital, and establish comparable returns for similar risk investments. These concepts 

are derived from economic and financial theory and are generally implemented using 

financial models and economic concepts. From a technical perspective, a “fair rate of 

return” is an ex post (after the fact) earned return on an asset base. Conversely, the cost 

of capital is an ex ante (before the fact) expected, or required, return on a capital base. 

In regulatory proceedings, the two terms are often used interchangeably. 
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2. 

4. 

IV. 

Q. 

A. 

As regulated entities granted natural monopoly status, are public utilities 

guaranteed to earn their authorized rate of return? 

No. Public utilities are granted an opportunity to earn their authorized rate of return, they 

are not guaranteed to earn the rate of return authorized in a rate case. Many factors are 

involved in determining a rate of return. However, investments in new plant assets made 

subsequent to a rate case and/or increases to operating expenses between rate cases 

can have a negative impact on a utility’s realized rate of return. Conversely, an increase 

in revenues and/or a decrease in operating expenses can have a positive impact on the 

earned rate of return. In the former scenario, a public utility will generally file for a rate 

increase. In the latter scenario, should a public utility earn a rate of return in excess of 

that approved by a utility commission, then the commission may instruct the utility to file 

a rate application in order that new rates be established to provide rate relief to ratepayers. 

GENERAL ECONOMIC CONDITIONS 

Can you please explain how general economic and financial conditions are 

considered in the determination of the cost of capital for a public utility? 

Yes. The cost of capital is determined in part by the current and future economic and 

financial conditions. The level of economic activity; the stage of the business cycle; the 

trend in interest rates, and the level of inflation or expansion all play an important factor 

in determining the cost of capital. While there are other factors involved these are the 

most important and at any point in time each can have an influence on the cost of capital. 

The general economic indicators which influence the cost of capital are presented in 

Schedule JAC-6 (Pages 1-8). 
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Q. 

A. 

Can you describe the recent trends in economic conditions and their impact on 

capital costs over the past thirty years? 

Yes. Since the early 1980’s through the end of 2007 the United States economy had 

been relatively stable. This period had been characterized by longer economic 

expansions, small contractions, low and/or declining inflation, and declining interest rates 

and other capital costs. However, in 2008 and 2009, the economy declined as a result of 

the mortgage crisis and had a negative effect on the financial markets both in the US and 

international financial markets. This decline was described as the worst financial crisis 

since the Great Depression and has been referred to as the “Great Recession.” Since 

2008, the U.S. and other governments implemented unprecedented actions to attempt to 

correct or minimize the scope and effects of this worldwide recession. 

The recession bottomed out in mid-2009 and since that time the economy has begun to 

expand again, initially at a slow pace but at a more rapid rate in recent months. This is 

evidenced by the national unemployment rate falling from 7.4 percent in 2013 to 5.6 

percent at the end of September, 2015. At the State level, however, Arizona’s 

unemployment rate continues to lag that of the nation, and as of October 2015 stood at 

6.1 percent.* The length of this most recent recession and the slow recovery indicate that 

the impact may be felt for an extended period of time. 

United States Department of Labor, Bureau of Labor Statistics, Arizona Unemployment Rate 
i t t p : / / w .  bls.gov/eag/eag.az. htm 
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Q. 

A. 

Q. 

A. 

Please describe how the economic and financial indicators were examined and how 

they relate generally to the cost of capital. 

Schedule JAC-6 (Pages 1 and 2) identifies relevant economic data such a Real Gross 

Domestic Product (“GDP”) Growth, Industrial Production Growth, Unemployment, 

Consumer Price Index (“CPI”) and Producer Price Index. As can be seen, 2007 marked 

the sixth year of economic expansion, but beginning in 2008 the economy entered into a 

significant decline, as indicated by negative real GDP and industrial production growth as 

well as an increase in the unemployment rate. Since 2010 the economy has begun to 

rebound, however, overall economic growth has been slower than that of prior expansions 

following an economic downturn. 

Since 2008 inflation, as measured by the CPI, has been 3 percent or lower. The annual 

rate of inflation in 2014 was 0.8 percent, and as of the end of the third quarter in 2015, 

inflation stood at -0.1 percent. The annual rate of inflation has generally been declining 

over the past several business cycles and continues to do so as evidenced by the low 

annual inflation rates of the last three years, 2012-2014. At present, inflation is at the 

lowest level experienced in the past 40 years, and is indicative of lower capital costs. 

What have been the trends in interest rates over the four prior business cycles and 

at the current time? 

Schedule JAC-6 (Pages 3 - 5) shows that interest rates rose sharply to record levels in 

1975-1 981 , when the inflation rate was high and generally rising. Interest rates declined 

substantially as did inflation rates during the remainder of the 1980s and throughout the 

1990s. Interest rates declined even further from 2000-2005 and for the years 2009 
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through 2014, interest rates have been the lowest since prior to 1975. Since 2008, the 

Federal Reserve has lowered the Federal Funds rate, and in 2012,2013 and 2014, both 

U.S. and corporate bond yields declined to their lowest levels in more than 40 years. 

While interest rates have risen slightly from their lows of 2012, both government and 

corporate lending rates remain at historically low levels through 2014, again reflective of 

lower capital costs. 

Q. 

4. 

a. 

4. 

What do the economic indicators show for trends of common share prices? 

As shown in Schedule JAC-6 (Pages 6 and 7), stock prices were essentially stagnant 

during the high inflationlhigh interest rate environment of the late 1970s and early 1980s. 

Beginning in 1983 a significant upward trend in stock prices began. However, the 

beginning of the recent financial crisis saw stock prices decline significantly and stock 

prices in 2008 and early 2009 were down significantly from peak 2007 levels, reflecting 

the financiaVeconomic crisis. Beginning in the third quarter of 2009, prices have 

recovered substantially and have ultimately reached and exceeded the levels achieved 

prior to the beginning of the “crash,” with the S&P 500 Composite Index, the NASDAQ 

Composite Index and the DOW Jones Industrial Average reaching all-time highs in the 

second quarter or 201 5. 

What conclusions can be reached from your discussion of economic and financial 

conditions? 

I believe that the most recent downturn in the economy has resulted in a decline in the 

investor expectation of returns. This is evident in several ways: 1) lower interest rates 

on bank deposits; 2) lower interest rates on U.S. Treasury and corporate bonds; and, 3) 
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v. 

Q. 

4. 

Q. 

4. 

Q. 

4. 

lower increases in Social Security cost of living benefits. While unemployment has 

reduced substantially, the average median income of families has reduced as well. 

Finally, as noted above, utility bond yields are currently at levels below those prevailing 

prior to the financial crisis of late 2008 to early 2009 and are at the lowest levels of the 

past 40 years. While the economy is recovering from this latest recession, it is recovering 

slower than expected. Slower recovery means that the results of the traditional cost of 

equity models are lower than prior to the recession. 

CAPITAL STRUCTURE AND COST OF DEBT 

What is the Company’s proposed capital structure? 

Black Mountain proposes a pro forma capital structure of 30 percent long-term debt and 

70 percent common equity. 

Concurrent to the filing of its rate application, the Company also filed a financing 

application requesting authority to issue evidence of indebtedness in an amount 

not to exceed $3.4 million. What is the stated purpose of the Company’s request 

to issue long-term debt? 

The stated purpose of the proposed financing is to effectuate a rebalancing of the 

Company’s capital structure from its present 100 percent equity structure to one 

consisting of 30 percent debt and 70 percent equity. 

Has the Company’s financing docket been consolidated with the rate docket? 

Yes. Pursuant to a Procedural Order issued on July 6,201 5, the two dockets have been 

consolidated. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe the Company’s proposed long-term debt. 

The proposed $3.4 million debt will be IO-year term, non-amortizing debt, with interest to 

be paid m~n th l y ,~  and the principal balance on the Note due and payable ten years from 

the date of closing. The interest rate on the debt is anticipated to be 3.53 percent per 

annum, computed as the yield on the IO-year U.S. Treasury debt security plus a 130 basis 

point credit spread. The actual interest rate on the debt, however, will not be determined 

until 15 business days before the closing date. The term sheet associated with the 

proposed financing is attached as Exhibit 3 of the Company’s financing application. 

What is Black Mountain’s proposed cost of debt? 

As shown in Schedules D-I and D-2, the Company proposes a cost of debt of 3.53 

percent . 

Is RUCO supportive of the Company’s desire to rebalance its capital structure? 

Yes, because debt capital is less costly than equity capital, and residential ratepayers will 

benefit from a lower revenue requirement for Black Mountain. However, RUCO did have 

several concerns relating to the loan terms, as proposed by the Company, and issued 

four data requests to the Company relating to those concerns. The data requests issued 

by RUCO relating to the proposed financing were RUCO 2.01 - 2.04. 

Pursuant to the Company’s response to RUCO data request 2.01, the Company indicated that it has the 
option of making interest payments on a semi-annual basis, rather than on a monthly basis as specified in 
the Term Sheet. 
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3. 

4. 

Q. 

4. 

Q. 

4. 

Following receipt of the Company’s responses to RUCO’s data requests, does 

RUCO continue to have concerns regarding the Company’s financing, as 

proposed? 

Yes, but only as it relates to the issue discussed in RUCO data request 2.02. In RUCO 

2.02, the Company was asked to explain what factors had been taken into consideration 

in the determination of the 130 basis point estimated credit spread. In response (See 

attached Company response to RUCO 2.02), the Company stated that the 130 basis point 

credit spread was an “estimate” of the credit risk spread related to Liberty Utilities Co. 

However, within the body of its response to RUCO 2.02, the Company went on to say that 

it “seeks approval” of a change to the interest terms in the Term Sheet, with the credit 

spread now contemplated to be “equal to the spread on Liberty Utilities Co.’s most recent 

private placement financing.” 

Has the Company amended its financing application to reflect the above noted 

changes to the interest terms in the Term Sheet? 

The Company does not appear to have done so, as a check of the ACC E-Docket web 

site shows no amended filing relating to a change in the interest terms. 

Has RUCO issued a follow-up data request to the Company regarding its concerns 

relating to changes in the interest terms contemplated by the Company? 

Yes. However, RUCO’s latest data request (RUCO 13-01) has just been issued, and the 

Company has not yet had time to respond. For this reason, RUCO will defer further 

comment on the matter in direct testimony, but plans to revisit the issue when filing 

surrebuttal testimony once it has reviewed the Company’s response. 
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Q. 

A. 

VI. 

Q. 

A. 

Q. 

A. 

In view of the above, for purposes of its direct testimony what is RUCO’s 

recommended cost of debt in this proceeding? 

RUCO recommends a cost of debt not to exceed 3.53 percent, which is the cost rate 

proposed by the Company. 

SELECTION OF PROXY GROUP 

Was RUCO able to directly estimate Black Mountain’s cost of common equity? 

No. Black Mountain’s common stock is not publicly-traded, and for this reason it is not 

possible to directly estimate the cost of the Company’s common equity. Thus, RUCO 

employed a proxy group of publicly-traded water utility companies to indirectly estimate 

the Company’s cost of equity utilizing financial market data available for each sample 

company. 

What publicly-traded water utility compan,ies has RUCO selected for inclusion in its 

proxy group? 

RUCO’s proxy group consists of the following nine publicly-traded water utility companies: 

American States Water, American Water Works, Aqua America, Artesian Resources, 

California Water, Connecticut Water, Middlesex Water, SJW Corp., and York Water. 

These nine water utilities comprise the entire universe of publicly-traded water utility 

companies followed by both the Standard Large-Cap and Mid-Cap editions of The Value 

Line lnvestment Survey. Attachment 2 contains the most recent Value Line quarterly 

update for each of RUCO’s nine proxy companies. 
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Q. 

A. 

VII. 

Q. 

A. 

For purposes of his analysis, does the Company's cost of capital witness employ 

the same proxy group as that of RUCO? 

No. The company's witness, Mr. Bourassa, employs a proxy group of only seven 

companies. For purposes of his analysis, Mr. Bourassa excludes both American Water 

Works and Artesian Resources from his proxy group of sample companies. 

DCF ANALYSIS 

What is the theory and methodological basis of the DCF model? 

The DCF model is one of the oldest and most commonly used models for estimating the 

COE for public utilities, and the only one which intrinsically takes into consideration the 

price investors are willing to pay for a given unit of return. The DCF is based on the 

"dividend discount model" of financial theory, which maintains that the value (price) of any 

security or commodity is the discounted present value of all future cash flows. 

The most common variant of the DCF model assumes that dividends are expected to 

grow at a constant rate and the following formula will generate the cost of capital. 

D 
P K = - + g  

Where: K = cost of equity 

P = current price 

D = current dividend rate 

K = discount rate (cost of capital) 

g = constant rate of expected growth 
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This formula essentially recognizes that the return expected, or required, by investors is 

comprised of two factors: the dividend yield (current income) and expected growth in 

dividends (future income). 

Q. 

A. 

Q. 

A. 

Please explain how RUCO employed the DCF model. 

For purposes of its analysis, RUCO employed the constant growth DCF model. In doing 

so, RUCO combined the current dividend yield for each proxy group utility stock with 

several indicators of expected dividend growth. 

How did RUCO derive the dividend yield component of the DCF equation? 

Several different methods can be used to compute the dividend yield component in the 

constant growth DCF model. However, for purposes of its analysis RUCO utilized the 

Gordon quarterly compounding method to compute the dividend yield component, as it 

gives recognition to the timing of dividend payments and dividend increases. The Gordon 

quarterly compounding method is expressed as follows: 

Do(1+ 0.5g) 
Po 

Yield = 

The current (Po) stock price in my yield calculation represents the average of the high and 

low stock price for each proxy company for the most recent three month period (August - 

October, 201 5). The current (Do) dividend is the current annualized dividend rate for each 

proxy company. 
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Q. 

A. 

Q. 

A. 

How does RUCO estimate the dividend growth (9) component of the DCF equation? 

In estimating the dividend growth rate in its DCF analysis, RUCO gives consideration to 

the following five indicators of growth: 

1. 

2. 

3. 

4. 

5. 

Five-year average (201 0-201 4) earnings retention (i.e., fundamental) 
growth, as reported by Value Line; 

Five-year average of historic growth in earnings per share (EPS), 
dividends per share (DPS), and book value per share (BVPS), as 
reported by Value Line; 

Years 201 5, 201 6 and 201 8-2020 projections of earnings retention 
growth, as reported by Value Line; 

Years 2012-2014 to 2018-2020 projections of EPS, DPS, and BVPS, 
as reported by Value Line; and, 

Five - year projections of EPS growth, as reported by Yahoo Finance. 

RUCO believes this combination of growth indicators to be a representative and 

appropriate set with which to estimate investor expectations of dividend growth for its 

proxy group of sample companies, as each is a determinant of dividend growth. 

Additionally, these growth indicators are reflective of the types of information that 

investors normally take into consideration when making an investment decision. 

Please describe RUCO’s DCF calculations. 

RUCO’s DCF analysis is presented in Schedule JAC-3, Pages 1 through 4. Page 1 

presents RUCO’s overall DCF cost of equity estimation results for its proxy group of 

sample companies. As can be seen, “raw” DCF calculations are presented on several 

bases: mean, median, and high values. Page 2 presents the calculation of the dividend 

15 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

3irect Testimony of John A. Cassidy 
-iberty Utilities (Black Mountain Sewer) Corp. 
locket No. SW-02361A-I 5-0206, et al. 

yield for each proxy company prior to adjustment for growth. Pages 3 and 4 present 

RUCO’s historical and projected growth rate calculations for its proxy group of companies. 

Q. 

4. 

v111. 

Q. 

4. 

What does RUCO conclude from its DCF cost of equity estimation analyses? 

The DCF cost of equity rates obtained for RUCO’s proxy group fall into a range between 

7.80 percent and 8.85 percent. The highest DCF rates are 8.85 percent. RUCO 

concludes that 8.85 percent represents the current DCF-derived cost of equity for the 

proxy group. Accordingly, RUCO recommends a DCF-derived cost of equity of 8.85 

percent for Black Mountain, which is based on the high end of the DCF range. 

CAPM ANALYSIS 

Please describe the theory and methodological basis of the CAPM. 

Developed in the 1960s and 1970s as an extension of modern portfolio theory, the CAPM 

describes the relationship between a security’s investment risk and its market rate of 

r e t ~ r n . ~  This relationship identifies the rate of return which investors expect a security to 

earn so that its market return is comparable with the market returns earned by other 

securities that have similar risk. The relationship is specified by the Security Market Line 

(SLM) that indicates the relationship between each security or portfolio’s “beta” and its 

resulting return. Beta is a measure of relative risk (Le., volatility) between a given equity 

security and the market as a whole. 

The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities 
narket; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free 
.ate; and 6) homogeneous expectations. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

How is the CAPM derived? 

The general form of the CAPM is: 

K = Rf + p (Rm- Rg 

Where: K = cost of equity 

Rf = risk free rate 

Rm = return on market 

p = beta 

Rm - Rf = market risk premium 

Can you please identify the strengths of using the CAPM model in your analysis? 

The CAPM is cited as having the following strengths (1) it is based on the concept of risk 

and return; (2) it is company specific as it relates to the specific beta’s within the industry; 

(3) it has widespread use as it recognizes that investors can and do diversify; (4) it’s highly 

structured and easy to apply when using the assumptions of the model; (5) the model is 

formulistic and the data used in the computations is readily available; (6) it is a forward 

looking concept; and (7) it is a method for converting changes in interest rates to the cost 

of equity. 

What risk-free (Rf) rate does RUCO use in its CAPM analysis? 

For purposes of its CAPM analysis, RUCO uses a risk-free rate of 2.73 percent. RUCO’s 

risk-free rate represents a composite 3-month average yield on the 20- and 30-year long- 

term U.S. Treasury Bond, measured over the 3-month period, August - October 2015. 

The calculation of RUCO’s risk-free rate is presented in Schedule JAC-4, Page 1. 
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2. 

9. 

3. 

4. 

3. 

4. 

Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf) 

rate in the CAPM? 

Yes, because debt securities issued by the United States Department of the Treasury are 

considered to be free of default risk. Two general types of U.S. Treasury securities are 

most often used as the risk free (Rg component, short-term U.S. Treasury bills and long- 

term U.S. Treasury bonds. RUCO elected to use the yields on 20- and 30-year U.S. 

Treasury bonds because yields on long-term Treasury bonds more closely match the 

long-term investment perspective of a cost of equity analyses. 

Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk- 

free rate to be used in its CAPM analysis? 

No. The appropriate interest rate to be used in the CAPM is the current rate borne by 

investors in the market place. Use of a forecasted risk-free rate overstates cost of equity 

estimates derived from the CAPM. Use of a current long-term Treasury rate is reflective 

of investor’s current expectations, and as such is the appropriate risk-free rate to be used 

in the CAPM. 

What beta coefficients does RUCO employ in its CAPM analysis? 

RUCO employs the most recent Value Line beta reported for each company in its proxy 

group. Once again, beta5 is a measure of the relative volatility, or risk, of a particular stock 

in relation to the overall market. Betas less than 1.0 are considered less risky than the 

j See Attachment 2 - Individual proxy companies beta’s identified 
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market, whereas betas greater than 1 .O are more risky. Utility stocks traditionally have 

had betas below 1.0. 

Q. 

4. 

Q. 

4. 

IX. 

Q. 

4. 

How does RUCO estimate the market risk premium (Rm-Rr) component? 

The market risk premium component (Rm-Rf) represents the investor-expected premium 

of common stocks over the risk-free rate, or government bonds. For purposes of its 

analysis, RUCO estimated the market risk premium by comparing annual realized returns 

on equity for the S&P 500 group with the actual annual yields on 20-year long-term 

Treasury bonds over the period, 1978-2014. As shown in Schedule JAC-4, Page 2, the 

market risk premium component used in RUCO’s CAPM represents the average of 

differential returns on equity for the S&P 500 group and the annual yields on 20-year U.S. 

Treasury bonds over this 1978-201 4 period of time. RUCO determined the average ROE 

on the S&P 500 to be 13.75 percent, and the average 20-year U.S. Treasury bond yield 

to be 6.89 percent. Thus, based upon these returns RUCO concluded the market risk 

premium (Rm-Rf) component in its CAPM to be 6.85 percent. 

What did RUCO conclude the overall CAPM COE to be? 

As shown in Schedule JAC-4, Page 1, RUCO determined the CAPM derived cost of equity 

to be 7.56 percent for its proxy group of sample companies. 

CE ANALYSIS 

Please describe the basis of the Comparable Earnings (CE) methodology. 

The CE method is designed to measure returns expected to be earned on the original 

cost book value of similar risk business enterprises, in this case RUCO’s proxy group of 
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companies. Thus, it provides a direct measure of the fair return, since it translates into 

practice the competitive principle upon which regulation rests. This is true despite Black 

Mountain not being a public company, as it provides additional support that the company 

will be earning a fair rate of return. 

Q. 

A. 

Q. 

A. 

How did RUCO apply the CE methodology? 

RUCO applied the CE methodology by examining realized returns on equity for its proxy 

group of sample companies over the IO-year period, 2005-2014, as well as projected 

returns on equity for 201 5 and 201 6, and 201 8-2020. 

What cost of equity results were obtained from RUCO’s CE analysis? 

As shown in Schedule 5, RUCO calculated historical returns on equity for its sample 

companies over both a 5- and IO-year period, and projected returns on equity over the 5- 

year period, 2015-201.9. Based upon its analysis, RUCO generated mean and median 

CE cost of equity estimates ranging from a low of 8.63 percent to a high of 10.44 percent. 

The results of RUCO’s CE cost of equity analysis based on returns on equity for the proxy 

group can be summarized as follows: 

Historic ROE’s Proiected ROE’s 

Mean 8.83 % - 9.18 Yo 10.44 Yo 

Median 8.63 Yo - 8.74 % 9.83 % 

For purposes of its analysis, RUCO adopts the 10.44 percent cost of equity estimate at 

the high end of the range as its CE-derived cost of equity estimate for the Company. 
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X. 

Q. 

A. 

RUCO RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MR. THOMAS J. 

BOURASSA 

Please summarize Mr. Bourassa’s cost of capital analyses and recommendations. 

Mr. Bourassa recommends a return on equity for the Company of no less than 10.8 

percent based on estimates derived from two constant growth DCF models, two CAPM 

models, and one risk premium model, using a sample group of seven publicly-traded 

water companies. Based upon his analyses, Mr. Bourassa determined the cost of equity 

for his sample group fell in the range of 9.8 percent to 10.4 percent, with the mid-point 

indicated cost of equity being 10.1 percent. However, for purposes of his cost of equity 

recommendation for Liberty Black Mountain, Mr. Bourassa makes an upward 100 basis 

point adjustment for small size and business risk, resulting in a range of estimates of 10.8 

percent to 11.4 percent and a mid-point indicated cost of equity of 11.1 percent. Mr. 

Bourassa’s recommended 10.8 percent cost of equity reflects a downward 30 basis point 

adjustment for financial risk (1 1 .I % - 0.3% = 10.8%). Mr. Bourassa recommends an 8.62 

percent overall rate of return for the Company, based upon a pro forma capital structure 

consisting of 30.0 percent debt and 70.0 percent equity, and a cost of debt of 3.53 percent. 

In his constant growth DCF analyses, Mr. Bourassa estimates the dividend growth (9) 

component based upon (i) an average of both historical and forecasted growth and (ii) 

forecasted growth. The 5- and IO-year historical growth metrics employed by Mr. 

Bourassa include stock price growth, book value per share (BVPS), earnings per share 

(EPS), and dividends per share (DPS). Mr. Bourassa justifies use of stock price as a 

growth metric on grounds that in equilibrium, stock prices should grow at the same rate 

as BVPS, EPS and DPS (Bourassa Direct, p. 31 , lines 12-14). The historical stock price 
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growth rates in Mr. Bourassa’s DCF analysis are obtained from Yahoo Finance adjusted 

closing prices, while the BVPS, EPS and DPS historical growth rates are obtained from 

Value Line. Mr. Bourassa makes exclusive use of 5-year EPS forecasts from Value Line 

for his forecasted dividend growth estimates. In each of his two constant growth DCF 

analyses, the current dividend yield (Do/Po) component is based upon a May 22, 2015 

spot market (PO) price. For purposes of the 9.41 percent and 9.71 percent constant growth 

DCF cost of equity estimates he relies upon, Mr. Bourassa adopts historical growth 

measures obtained over a 5-year period (See Bourassa Schedules D-4.4 and D-4.7 

(pages 1 and 2)). 

In his Risk Premium Analysis Based on Total Returns (RPM), Mr. Bourassa utilizes a 16- 

year historical period, 1999-2014, over which to estimate the equity risk premium to be 

used in his RPM. In each year, he obtains a composite average annual total return for 

his sample companies, subtracts from this value the average annual yield on long-term 

Treasury Bonds for that year, with the resulting quantity being the annual risk premium 

for his sample companies in that year. The 6.4 percent risk premium value used by Mr. 

Bourassa in his RPM analysis represents a 16-year average annual total return. In direct 

testimony, Mr. Bourassa describes the RPM as a ‘bond yield plus risk premium method;’ 

thus, to this 6.4 percent risk premium he adds a 4.2 percent expected long-term Treasury 

Bond rate. The resulting 10.6 percent projected return on equity is Mr. Bourassa’s RPM 

derived cost of equity. Mr. Bourassa’s RPM analysis is presented in Schedule D-4.9. 

For purposes of his CAPM analyses, Mr. Bourassa presents estimates based upon both 

historical and current market risk premia. In both, he employs a 4.2 percent forecasted 
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risk-free (Rf) rate based, in part, upon estimates from Value Line and Blue Chip 

Consensus Forecasts for the 30-year long-term Treasury yield covering the period, 201 6- 

2018. Mr. Bourassa’s CAPM analysis is presented in Schedule D-4.11. 

Q. 

4. 

Q. 

4. 

Turning first to Mr. Bourassa’s DCF analysis, column [I] of Bourassa Schedules D- 

4.4 and D-4.5 present 5- and IO-year historical average annual changes in stock 

price. Pursuant to information provided in Footnote 1 of those schedules, Mr. 

Bourassa states that these historical stock price growth rates have been calculated 

through December 31, 2014. Was RUCO able to confirm if this was true? 

A review of Mr. Bourassa’s work papers revealed that, contrary to the information provided 

in Footnote 1, the 5- and 10-year historical average stock price growth rates presented in 

column [I] of Schedules D-4.4 and D-4.5 were calculated through December 31, 2013, 

and not December 31,2014, as indicated. 

Does RUCO believe historical stock price growth to be an appropriate metric with 

which to estimate the dividend growth (9) component in the constant growth DCF 

model? 

No, because stock price growth is not a determinant of dividend growth. In fact, the 

reverse is true, for without the ability to demonstrate growth in such metrics as earnings 

per share (EPS), dividends per share (DPS), earnings retention and book value per share 

(BVPS), investors would be unwilling to bid up the share price of a company’s common 

equity in the market. In this regard, dividend growth is a determinant of stock price growth, 

not vice versa. That Mr. Bourassa purports to use stock price growth as a metric to 

estimate dividend growth places, figuratively speaking, the cart before the horse. 
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Q. 

A. 

a. 
4. 

You state above that Mr. Bourassa “purports” to use stock price growth as a metric 

to estimate dividend growth. Does RUCO have reason to believe that the 5- and 10- 

year historical stock price growth rates presented in Bourassa schedules D-4.4 and 

D-4.5 are something other than 5- and IO-year measures of capital stock price 

appreciation? 

Yes. As further indicated in Footnote 1 of Schedules D-4.4 and D-4.5, the data used by 

Mr. Bourassa to compute his 5- and IO-year stock price growth rates was obtained from 

the Yahoo Finance website. A review of Mr. Bourassa’s work papers, however, indicates 

that rather than using actual December 31 year-end closing stock prices reported by 

Yahoo Finance, Mr. Bourassa used December 31 year-end adjusted closing prices 

reported by Yahoo Finance in his calculations. A review of the Yahoo Finance website 

clearly indicates that the adjusted closing prices reported have been adjusted for both 

dividend distributions and stock spl ik6 Thus, rather than being a measure of capital stock 

price appreciation as Mr. Bourassa claims, the stock price growth rates reported in 

Bourassa schedules D-4.4 and D-4.5 are 5- and IO-year measures of total return. 

Please define the term, “total return.” 

As defined by Investopedia, ‘total return’ accounts for two categories of investment return: 

income and capital appreciation. Income includes interest paid by fixed-income 

investments, distributions or dividends. Capital appreciation represents the change in the 

i When searching for historical stock prices on the Yahoo Finance website, the heading of the column 
:ordaining Yahoo Finance’s adjusted closing prices reads, “Adj Close*.” Beneath the historical prices 
lisplayed, an asterisk appears with language clarifying what is meant by Adj Close, and reads as follows: 
‘*Close price adjusted for dividends and splits.” 
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market price of an asset.7 Although measures of total return often assume dividend 

reinvestment, the above lnvestopedia definition was silent as to this point. 

Q. 

A. 

Q. 

A. 

As per the above definition, is it RUCO’s position that the 5- and IO-year stock price 

growth rates presented in Schedules D-4.4 and D-4.5 contain both (i) an income 

component and (ii) a capital appreciation component? 

Yes. 

Did RUCO issue a data request to Mr. Bourassa concerning this issue, and if so 

how did he respond? 

Yes, two data requests were issued, RUCO Data Requests 4.4 and 5.5. In RUCO 4.4, 

Mr. Bourassa was asked (i) to acknowledge that Yahoo Finance adjusted closing prices 

are adjusted for both dividends and stock splits, and as a consequence, (ii) to admit that 

his computations of 5- and IO-year stock price growth were, instead, measures of total 

return. In response (See attached Bourassa Response to RUCO 4.4), Mr. Bourassa 

acknowledged the former, but steadfastly denied the latter. For purposes of its second 

data request (i.e., RUCO 5 3 ,  RUCO prepared a schedule comparing the sample average 

annual total return figures used in Mr. Bourassa’s Risk Premium analysis for the period 

2004-201 4, as presented in Bourassa Schedule D-4.9,8 to sample average annual returns 

computed using Yahoo Finance adjusted closing prices over this same 2004-201 4 period. 

The annual return figures obtained from Yahoo Finance adjusted closing prices were 

http://www.investopedia.com/terms/t/totalreturn.asp#ixu3qS12j7nj 
13 Footnote 1 of Bourassa Schedule D-4.9 indicates that the annual total return figures presented in Mr. 
Bourassa’s Risk Premium model were obtained using data from Value Line Analyzer. 
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essentially identical to the annual total return figures from Mr. Bourassa’s Risk Premium 

model, and in RUCO 5.5 Mr. Bourassa was asked to (i) provide a plausible explanation 

as to how this could be, and (ii) once again acknowledge that the stock price growth rates 

presented in Bourassa Schedules D-4.4 and D-4.5 had been overstated. In response 

(See attached Response to RUCO 5 3 ,  Mr. Bourassa failed to provide a plausible 

explanation to the former, and regarding the latter once again steadfastly denied that his 

stock price growth rates had been overstated. 

Q. 

A. 

Since issuing RUCO Data Requests 4.4 and 5.5, has RUCO obtained irrefutable 

evidence demonstrating that annual returns computed using Yahoo Finance 

adjusted closing prices contain both an income component as well as a capital 

appreciation component? 

Yes. On the internet, RUCO accessed the 2014 Annual Report to Shareholders issued 

by each of Mr. Bourassa’s seven publicly-traded sample companies. RUCO reviewed 

that document for each sample company, and in the Annual Report for six of the seven 

companies (i.e., American States Water, Aqua America, Connecticut Water, Middlesex 

Water, SJW Corporation and York Water) located a presentation showing the 5-year 

cumulative total return value, as of December 31, 201 4, of an assumed $1 00 investment 

in the utility company’s common equity made as of December 31, 2009, assuming 

reinvestment of  dividend^.^ 

9 The 2014 Annual Report issued by the California Water Service Group included a presentation showing 
cumulative total returns over a 20-year period, not a 5-year period. 
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Q. 

A. 

Q. 

A. 

Has RUCO prepared an Exhibit comparing the 5-year cumulative total return figures 

obtained from the Annual Reports with 5-year investment returns based on Yahoo 

Finance adjusted closing prices over that same 5-year period of time? 

Yes. As shown in RUCO Exhibit JAC-A, the 5-year compound average cumulative total 

returns obtained for each of the six sample companies from the Annual Reports are 

identical to the 5-year compound average returns obtained for these same six sample 

companies using Yahoo Finance adjusted closing prices. That these investment returns 

are identical clearly demonstrates that growth rates derived from Yahoo Finance adjusted 

closing prices contain both an income component and a capital appreciation component, 

and that the “dividend adjustment” made by Yahoo Finance to a stocks actual closing 

price is intended to allow for the calculation of a cumulative total return value assuming 

full reinvestment of dividends. Thus, contrary to Mr. Bourassa’s assertions otherwise, the 

5- and 10-year historical stock price growth rates presented in Schedules D-4.4 and D- 

4.5 have been overstated, as they are measures of cumulative total return and not 

measures of stock price growth (i.e., capital appreciation) as he maintains. 

Pursuant to a review of his work papers, did RUCO find that Mr. Bourassa had done 

anything else which further served to overstate the historical 5- and 10-year stock 

price growth rates shown in column [I] of Schedules D-4.4 and D-4.5 for his sample 

companies? 

Yes. A review of Mr. Bourassa’s work papers revealed that his historical stock price 

growth rates were computed as the arithmetic mean of changes in annual stock prices 

over both a 5- and 10-year period for each of his sample companies. By employing an 

arithmetic mean Mr. Bourassa gives tacit consideration to stock price volatility, and in so 
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doing needlessly inflates the computation of actual historical growth over a 5- and 10-year 

period. To obtain an accurate measure of historical stock price growth, Mr. Bourassa 

should have employed a geometric mean to allow for the computation of a compound 

average annual 5- and 10-year growth rate. 

Q. 

A. 

Q. 

A. 

Earlier you pointed out that the 5- and IO-year stock price growth rates appearing 

in Bourassa Schedules D-4.4 and D-4.5 were not computed through December 31, 

2014, as indicated. Did RUCO bring this fact to Mr. Bourassa’s attention? 

Yes, RUCO did so when issuing RUCO Data Request 5.1, wherein Mr. Bourassa was 

asked to (i) prepare amended restatements of Schedules D-4.4 and D-4.5 in order to 

reflect 5- and IO-year stock price growth rates through December 31, 2014, as indicated, 

and (ii) to provide RUCO with a copy of Mr. Bourassa’s work papers supporting his 

a mended restate men ts . 

In responding to RUCO 5.1, did Mr. Bourassa provide RUCO with the requested 

restatements of Schedules D-4.4 and D-4.5? 

No, he did not. Instead, Mr. Bourassa indicated that he would “correct the footnote 

contained in the original filing.”1° However, in his response (See attached Bourassa 

Response to RUCO 5.1), Mr. Bourassa did “update” his 5- and IO-year average annual 

change in stock price calculations, pointing out that were he to update his analysis to 

reflect stock price growth through December 31, 201 4, the 9.43 percent sample average 

10 RUCO infers from this that rather than formally updating his analysis to reflect 5- and IO-year stock price 
growth rates through December 31, 2014, Mr. Bourassa will continue to rely on stock price growth rates 
computed through December 31, 2013, as filed. 
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5-year stock price growth rate reported in column [ I ]  of Schedule D-4.4 would increase 

404 basis points to a level of 13.47 percent (.I 347 - .0943 = .0404), while the 9.35 percent 

sample average IO-year stock price growth rate reported in column [I] of Schedule D-4.5 

would increase 40 basis points to a level of 9.75 percent (.0975 - .0935 = .0040). Mr. 

Bourassa concluded his response with the following observation: 

Had Mr. Bourassa used the updated annual averages, the indicated 
cost of capital based on the DCF would have been higher. Accordingly, 
the indicated cost of capital for the proxy group would have been higher 
and Mr. Bourassa’s recommendation for the Company would also have 
been higher.” 

Q. 

A. 

Q. 

A. 

In view of Mr. Bourassa’s stock price growth rates having been overstated by (i) 

measures of cumulative total return obtained from Yahoo Finance adjusted closing 

prices and (ii) use of an arithmetic mean growth calculation, how does RUCO 

respond to the above comments? 

Mr. Bourassa’s use of stock price growth as a metric to estimate the dividend growth (9) 

rate in his constant growth DCF models should be viewed for what it is: a results oriented 

means of obtaining an inflated DCF derived estimated cost of equity. 

For purposes of estimating the dividend grow (9) rate to be used in his constant 

growth DCF models, does Mr. Bourassa independently estimate the other growth 

metrics he incorporates into his DCF methodology? 

No. The only growth metric incorporated into Mr. Bourassa’s DCF cost of equity 

estimation methodology for which he is personally responsible is the previously discussed 

stock price growth metric. As noted in Footnote 2 of Bourassa Schedules D-4.4 and D- 
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4. 

4.5, all other growth metrics incorporated into his DCF analysis are inputs obtained from 

Value Line.l 

In light of the above, has RUCO prepared a restatement of Bourassa Schedules D- 

4.4 and D-4.5 to show what his 5- and IO-year historical and projected dividend 

growth (9) rates would be exclusive of stock price as a growth metric and updated 

with the most recent Value Line data? 

Yes. RUCO Exhibit JAC-B is a restatement of Bourassa Schedule D-4.4 presenting Mr. 

Bourassa’s 5-year historical and projected growth rates, exclusive of stock price growth, 

with all other growth metrics updated as per the most recent Value Line data. As shown, 

RUCO’s restatement indicates that Mr. Bourassa’s 5-year sample average historical 

dividend growth (9) estimate is overstated by 14 basis points, his sample average 5-year 

Value Line projected EPS growth estimate is overstated by 135 basis points, resulting in 

a 75 basis point overstatement to his average of historical and projected dividend growth 

estimate. The detail provided in RUCO Exhibit JAC-B is presented in abbreviated fashion 

in the chart below. 

~ 

Bourassa Schedule 0-4.4 5-Year 5-Year Average 
Average Value Line Historical 
Historical Projected & Projected 
Growth EPS Growth Growth 

Bourassa as Filed 6.14% 6.71% 

0.75% 

RUCO Adjusted 6.00% 5.36% 

Bourassa Overstatement 0.14% 1.35% 

Specifically, Value Line Analyzer, weekly as of May 14, 201 5. 
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RUCO Exhibit JAC-C presents a similar restatement of Bourassa Schedule D-4.5, with 

Mr. Bourassa’s IO-year historical and projected growth rates shown exclusive of a stock 

price growth metric, with all other growth metrics updated with the most recent Value Line 

data. As shown, RUCO’s restatement indicates that Mr. Bourassa’s IO-year sample 

average historical dividend growth (9) estimate is overstated by 69 basis points, his 

sample average 5-year Value Line projected EPS growth estimate is overstated by 135 

basis points, resulting in a 102 basis point overstatement to his average of historical and 

projected dividend growth estimate. The detail provided in RUCO Exhibit JAC-C is 

presented in abbreviated fashion in the chart below. 

a. 

4. 

Bourassa Schedule D-4.5 10-Year 5-Year Average 
Average Value Line His tori cal 
Historical Projected & Projected 
Growth EPS Growth Growth 

Bourassa As Filed 6.07% 6.71% 6.39% 

RUCO Adjusted 5.38% 5.36% 5.37% 

Bou rassa Overstatement 0.69% 1.35% 1.02% 

In making the above restatements to Bourassa Schedules D-4.4 and D-4.5, other 

than the exclusion of historical stock price growth as a metric to estimate dividend 

(9) growth, did RUCO alter or change in any way Mr. Bourassa’s constant growth 

DC F methodology? 

No. Aside from excluding stock price as a growth metric, RUCO’s restatements were 

confined merely to an update of Mr. Bourassa’s Schedules D-4.4 and D-4.5, as filed, using 

the most recent updated Value Line data available. 
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Q. 

A. 

Q. 

A. 

Has RUCO prepared similar restatements of Bourassa Schedules D-4.7 (Page 1) 

and D-4.7 (Page 2) to reflect how the above noted overstatements to Mr. Bourassa’s 

dividend growth estimates serve to overstate his overall constant growth DCF cost 

of equity estimates? 

Yes. As shown in Exhibit JAC-D, RUCO’s restatement of Bourassa Schedule D-4.7 

(Page 1) indicates that Mr. Bourassa’s 9.71 percent indicated cost of equity obtained from 

use of a Value Line projected EPS growth estimate has been overstated by 139 basis 

points (9.71% - 8.31% = 1.39%). Similarly, as shown in Exhibit JAC-E, RUCO’s 

restatement of Bourassa Schedule D-4.7 (Page 2) indicates that Mr. Bourassa’s 9.41 

percent indicated cost of equity obtained from use of average of historical and projected 

growth estimates has been overstated by 77 basis points (9.41 % - 8.64% = 0.77%). 

Based upon the above RUCO restatements to Bourassa Schedules D-4.7 (Page 1) 

and D-4.7 (Page 2)’ what did RUCO determine Mr. Bourassa’s average constant 

growth DCF indicated cost of equity to be? 

As shown in the restatements of Bourassa Schedules D-4.7 (Pages 1 and 2), RUCO 

determined Mr. Bourassa’s average constant growth DCF indicated cost of equity to be 

8.48 percent, a figure which represents the average of the 8.31 percent indicated cost of 

equity shown in Exhibit JAC-D and the 8.64 percent indicated cost of equity shown in 

Exhibit JAC-E ((8.31 % + 8.64%) / 2 = 8.48%). 
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Q. 

4. 

Q. 

4. 

How does the above 8.48 percent RUCO restatement to Mr. Bourassa’s constant 

growth DCF indicated cost of equity compare to RUCO’s DCF derived indicated 

cost of equity in this proceeding? 

RUCO’s DCF derived indicated cost of equity is 8.85 percent. Thus, RUCO’s constant 

growth DCF cost of equity estimate exceeds by 37 basis points the average indicated cost 

of equity obtained from RUCO’s restatement of Mr. Bourassa’s two constant growth DCF 

models (8.85% - 8.48% = 0.37%). 

In closing on a discussion of the DCF, in direct testimony (p. 30, lines 8-12) Mr. 

Bourassa is critical of the DCF model, stating it will “understate the cost of equity 

when the market-to-book ratio exceeds 1 .O,” because “the market-derived return 

produced by the DCF is often applied to book value rate base by regulators.” How 

does RUCO respond? 

RUCO would simply point out that pursuant to information provided in the November 201 5 

issue of AUS Monthly Utility Reports, the average authorized ROE for RUCO’s proxy 

group of companies was reported to be 9.65 percent, while the percentage return on book 

value common equity for these same nine water utilities was 11.4 percent; this, despite 

the fact that the market-to-book ratio for these nine publicly-traded water utilities stood at 

2.28. Thus, assuming regulators relied upon cost of equity estimates obtained from the 

DCF when setting rates for these nine publicly-traded water utilities, doing so doesn’t 

appear to have hampered their ability to achieve returns on book value common equity 

175 basis points higher than their authorized ROE at a time when their market-to-book 

ratios exceeded book value by 228%. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Moving on to a discussion of Mr. Bourassa’s Risk Premium Analysis Based on Total 

Returns (RPM), as presented in Schedule D-4.9, what is the source of the data used 

by Mr. Bourassa in the computation of the annual total returns for his sample 

companies over the 16-year period, 1999-2014? 

As noted in Footnote 1 of Schedule D-4.9, the source of the total return data used by Mr. 

Bourassa in his RPM analysis is Value Line Analyzer. 

Does RUCO subscribe or otherwise have access to Value Line Analyzer as an 

informational resource? 

No, it does not. 

Does RUCO subscribe to The Value Line lnvesfmenf Survey? 

Yes, RUCO subscribes to both the Standard Large-Cap edition of The Value Line 

lnvestment Survey as well as the Mid-Cap edition of The Value Line Investment Survey. 

RUCO maintains subscriptions to both editions in order to have access to the quarterly 

updates for each of the publicly-traded utility companies included in its water, gas, and 

electric utility proxy groups. 

Mr. Bourassa’s proxy group consists of seven publicly-traded water utility 

companies, all of which are followed by the Standard edition of The Value Line 

lnvesfmenf Survey. Do the quarterly updates issued by Value Line for companies 

in the Standard edition present historical total return data? 

Yes, but Value Line presents this historical total return data only for periods of I-, 3- and 

5-yearsI updated as of the most recent quarter. 
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a. 

4. 

Q. 

4. 

Q. 

4. 

Q. 

A. 

In light of the above, would it therefore be fair to say that, to date, RUCO has yet I 

obtain independent confirmation of the annual total return values reported by M 

Bourassa in Schedule D-4.9 through a Value Line informational resource? 

Yes, that would be a fair statement. 

In reviewing Mr. Bourassa’s work papers was RUCO able to independently confiri 

as to accuracy the computation of the annual total returns reported in Schedule I 

4.9? 

No, because the work papers contained no support for the total returns reported for tt 

6-year period, 1999-2004, and the only support found in the work papers for the tot 

returns reported for the IO-year period, 2005-2014, was hard coded into the work paper 

Did RUCO issue a Data Request to Mr. Bourassa concerning this issue? 

Yes. RUCO issued Data Request 4.6 requesting Mr. Bourassa to provide (a) i 

explanation why the work papers contained no support for the total returns in years 199 

2004, (b) all data inputs necessary to compute annual total returns for his samp 

companies over the 16-year period, 1999-2004, and (c) a schedule in Excel form 

showing the computational methodology employed by Mr. Bourassa to compute tt 

annual total returns for the period, 1999-201 4. 

How did Mr. Bourassa respond to RUCO 4.6? 

In response (See Bourassa Response to RUCO Data Request 4.6) to part (a) 1\1 

Bourassa merely confirmed that Value Line was the source of the data used to obtain tt 

total returns reported in Schedule D-4.9, and characterized that information to b 
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Q. 

A. 

Q. 

A. 

“publicly available.” To part (b) Mr. Bourassa provided an additional Excel workbook 

containing what he referred to as, “Value Line data for to the years 1999-2005,’’ all of 

which, once again, had been hard coded into the spreadsheet. Mr. Bourassa’s response 

to part (c) reads as follows: 

“Mr. Bourassa does not compute total returns for each utility. 
He uses the total returns as reported by Value Line for each 
utility and then computes a composite average for the proxy group. 
Value Line defines “Total Return” (a stock’s total return) as the 
percentage increase in the value of a shareholder’s 
investment, assuming reinvestment of all dividends and 
adjusted for any stock splits. Total returns are shown for a range 
of time periods in the Value Line Investment Analyzer. Returns for 
periods longer than a year are annualized. An annualized return 
shows the yearly gain required to achieve a cumulative return. See 
also the Company’s responses to (a) and (b) above.’’ (emphasis 
added). 

E rlier you discussed at length Mr. Bourassa’s use of Yahoo Finance adji ted 

closing prices to compute the stock price growth rates in his constant growth DCF 

analyses, and demonstrated that rather than simply providing a measure of capital 

appreciation, Yahoo Finance adjusted closing prices allowed for the computation 

of cumulative total returns, assuming reinvestment of dividends, correct? 

Yes, that is true. 

Did RUCO endeavor to independently confirm the accuracy of the annual total 

returns reported in Bourassa Schedule D-4.9 using Yahoo Finance adjusted closing 

prices? 

Yes. Utilizing December 31 year-end Yahoo Finance adjusted closing prices obtained 

from the Yahoo Finance website for each of Mr. Bourassa’s sample companies, RUCO 
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made an independent calculation of total return values over the same 16-year period (Le., 

1999-2014) as that shown in Schedule D-4.9. In doing so, RUCO found that annual total 

returns obtained from Yahoo Finance adjusted closing prices were essentially identical 

to those presented in Bourassa Schedule D-4.9 over the 14-year period, 2001-2014. 

However, annual total returns obtained from Yahoo Finance adjusted closing prices for 

1999 and 2000 were noticeably different from those presented in Schedule D-4.9. 

Specifically, as shown in Schedule D-4.9, the annual total returns reported by Mr. 

Bourassa in years 1999 and 2000 are 26.28 percent and 2.70 percent, respectively. In 

contrast, the total returns obtained by RUCO using Yahoo Finance adjusted closing prices 

in these same two years are 30.69 percent and 9.02 percent, respectively. Thus, based 

upon RUCO’s analysis the total return values reported in Bourassa Schedule 0-4.9 in 

both 1999 and 2000 appear to be understated. 

2. 

4. 

Did RUCO determine the magnitude of the understatement to Mr. Bourassa’s 

reported total returns in 1999 and 2000? 

Yes. Based upon RUCO’s calculations, the 1999 annual total return reported in Bourassa 

Schedule D-4.9 is understated by 441 basis points (30.69% - 26.28% = 4.41 YO), while 

the annual total return in 2000 is understated by 632 basis points (9.02% - 2.7% = 6.32%). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does RUCO have reason to believe that total returns reported by Value Line for MI 

Bourassa’s sample companies over the 16-year period, 1999-2014, should b 

materially different from those obtained using Yahoo Finance adjusted closinl 

prices? 

No. In view of the Value Line definition of “total return” provided by Mr. Bourassa, annul 

measures of total return obtained from Yahoo Finance adjusted closing prices should b 

essentially identical to those reported by Value Line, as both are measures of a stock 

total return (i.e., they contain both (i) an income component and (ii) a capital appreciatio 

component), assuming reinvestment of all dividends. 

Do Mr. Bourassa’s work papers contain the December 31 year-end Yahoo Financ 

adjusted closing prices used to compute the historical 5- and IO-year stock pric 

growth rates in his constant growth DCF analysis? 

Yes, they are located in the “Price Growth” tab of Mr. Bourassa’s work papers. 

Do the year-end Yahoo Finance adjusted closing prices located in the ‘Pric 

Growth’ tab of Mr. Bourassa’s work papers go back far enough in time to allow fc 

the computation of both 1999 and 2000 annual total returns for his sampl 

corn panies? 

Yes.’* 

For five of Mr. Bourassa’s sample companies, the work papers present December 31 year-end Yahoo 
Finance adjusted closing prices going back to the year 1990. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

So had he elected to do so, Mr. Bourassa could have computed 1999 and 2000 

annual total returns for each of his sample companies utilizing the Yahoo 

Finance adjusted closing prices available to him in the work papers, true? 

Yes, that is correct. 

But as evidenced by his response to RUCO 4.6, rather than computing total 

returns for his sample companies Mr. Bourassa instead relies on total returns 

reported by Value Line, correct? 

Yes. 

Does RUCO have reason to believe that Value Line would incorrectly report (i.e., 

understate) total returns for Mr. Bourassa’s sample companies for the years I999 

and 2000? 

No. 

Based on the Yahoo Finance adjusted closing prices in Mr. Bourassa’s work 

papers, did RUCO compute sample average annual total returns for the years 1999 

and 2000, and if so, what were they? 

Yes. Based upon the Yahoo Finance adjusted closing prices found in the work papers, 

Mr. Bourassa’s sample companies experienced annual total returns of 30.74 percent in 

1999, and 8.99 percent in 2000. RUCO considers these annual total returns to be 

identical to those independently obtained by RUCO from Yahoo Finance adjusted closing 
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prices, discussed earlier, in these same two years (Le., 30.69 percent in 1999 and 9.02 

percent in 2000). 

Q. 

A. 

Q. 

A. 

Does RUCO have reason to believe that the total return values obtained from use 

of Yahoo Finance adjusted closing prices for the years 1999 and 2000 are incorrect? 

No, because the annual total returns obtained from Yahoo Finance adjusted closing prices 

for the period, 2001-2014, are essentially identical to those reported by Mr. Bourassa in 

Schedule D-4.9. 

Has RUCO prepared a schedule to demonstrate this? 

Yes. As presented in RUCO Exhibit JAC-F, the annual total returns reported for the 16- 

year period, 1999-2014, in Bourassa Schedule D-4.9 are shown in Column [A], with 

Columns [B] and [C] presenting annual total returns obtained from Yahoo Finance 

adjusted closing prices; those in Column [B] are independently obtained by RUCO, while 

those in Column [C] are based on adjusted closing prices from Mr. Bourassa’s work 

papers. As can be seen, the annual total returns in Columns [B] and [C] are identical, 

with the 16-year average for both being 11.72 percent. Likewise, over the 14-year period, 

2001-2014, annual total returns shown in Column [A] are essentially identical to those 

shown in Columns [B] and [C]. Only the annual total returns in Column [A] reported in 

years 1999 and 2000 are materially different from those in Columns [B] and [C], and result 

in an understated 16-year average annual return of 10.97 percent. 
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Q. 

A. 

Q. 

A. 

RUCO has a mandate to advocate on behalf of the residential utility consumer in 

evidentiary rate proceedings before the ACC. In view of this fact, why has RUCO 

gone to such great lengths to point out that Mr. Bourassa appears to have 

understated the 1999 and 2000 annual total returns in his RPM analysis? 

Because it appears that Mr. Bourassa may have understated the sample average 1999 

annual total return value in his RPM analysis in order to derive a higher estimated cost 

of equity.13 Specifically, RUCO’s concerns relate to the 16-year period, 1999-2014, 

employed by Mr. Bourassa to obtain the equity risk premium component (Le., 6.4 percent) 

in his RPM analysis. As will be demonstrated, the market performance of Mr. Bourassa’s 

sample companies in 1999 is clearly not representative of that over the subsequent 15- 

year period, 2000-2014. For this reason RUCO believes use of annual total returns from 

1999 in Mr. Bourassa’s RPM analysis to be improper, as it overstates both the equity risk 

premium component as well as the RPM derived cost of equity. The following discussion 

will shed further light on RUCO’s concerns in this regard. 

How does Mr. Bourassa describe the risk premium model (RPM) in direct 

testimony? 

In his explanatory discussion of the RPM (See Bourassa Direct, pp. 32-33, 205)’ Mr. 

Bourassa describes the RPM as a ‘bond yield plus risk premium’ cost of equity estimation 

methodology, whose “general approach” involves determining the spread between the 

return on debt and the return on equity, and then adding this spread to “the current debt 

yield” to derive an estimated cost of equity. Mr. Bourassa goes on to say that in 

l 3  RUCO has no explanation as to why Mr. Bourassa may have elected to understate the sample average 
annual total return for the year 2000 in his RPM analysis. 
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implementing the RPM, “it is assumed that the past relationship will continue into the 

future.” Mr. Bourassa concludes by stating that the RPM is widely used by both “analysts 

and investors” (emphasis added). 

Q* 

A. 

Q. 

A. 

Pursuant to the above description provided by Mr. Bourassa, is it important that 

the historical period used to obtain the equity risk premium component in the RPM 

be one which is representative of expected future performance? 

Yes, and Mr. Bourassa, himself, appears to acknowledge this fact when he states that in 

implementing the RPM, past relationships are assumed to continue into the future. 

Does a cursory review of Schedule D-4.9 provide evidence that, as filed, Mr. 

Bourassa’s RPM analysis serves to violate the assumption that past relationships 

continue into the future? 

Yes. A cursory review of Schedule D-4.9 reveals that, as filed, Mr. Bourassa obtained 

both the highest annual total return (26.28%) and highest annual risk premium (20.41 %) 

results in 1999, the first year of the 16-year period used to obtain the equity risk premium 

component in his RPM analysis. 
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3. 

4. 

Q. 

4. 

Earlier you indicated that the 26.28 percent annual total return reported in Sched 

D-4.9 for I999 was understated by 441 basis points. Would it be fair to say that I- 

Mr. Bourassa not understated this value in his RPM analysis, the 1999 performar 

of his sample companies would have been far less representative of 1 

subsequent 15-year period, 2000-2014? 

Yes,  as both t he  1999 annual total return a n d  1999 annual risk premium values  wo 

have  been  441 basis points higher. 

In reviewing Mr. Bourassa’s work papers, was RUCO able to determine why 1 

annual total return and annual risk premiums were unusually high for I 

Bourassa’s sample companies in 1999? 

Yes.  A review of Mr. Bourassa’s  work papers  indicated that in 1999, common stc 

investors in o n e  sample  company - SJW Corp. - experienced a total return of 1 1  1.35 

percent.14 O n  average ,  t h e  other water  utilities in Mr. Bourassa’s  sample  experienc 

total returns of only 14.62 percent in 1999.15 Thus ,  Mr. Bourassa’s  high total return z 

risk premium results in 1999 were  largely attributable t o  the  market performance of S 

common stock. 

l 4  This information appears in the “Price Growth” tab of Mr. Bourassa’s work papers. 
In 1999, no market data was available for York Water Company. Thus, the RPM results obtained by Mr. 

3ourassa in that year reflect the market performance of only six of his seven sample companies. Beginning 
n year 2000, market data became available for all seven sample companies. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Was RUCO able to determine if any of Mr. Bourassa’s other sample companies 

experienced total returns equivalent to that of SJW’s in 1999? 

In reviewing Mr. Bourassa’s work papers, RUCO found no instance of any sample 

company experiencing a gain of that magnitude. In fact, over the 16-year period, 1999- 

2014, the highest annual total return achieved by another sample company was 60.58 

percent, by York Water in 2001 .I6 Thus, the stellar market performance achieved by SJW 

in 1999 appears to be a statistical aberration. 

For the reasons noted above, is it RUCO’s position that the equity risk premium 

component of Mr. Bourassa’s RPM analysis should have been obtained utilizing 

annual total return data for his sample companies over the 15-year period, 2000- 

2014? 

Yes. 

Has RUCO prepared an Exhibit which may help to explain why Mr. Bourassa elected 

to understate the 1999 annual total return for his sample companies in his RPM 

ana I ys i s? 

Yes. RUCO Exhibit JAC-G presents the annual total returns reported in Schedule D-4.9 

over both a 16-year period (i.e., 1999-2014) and a 15-year period (i.e., 2000-2014), and 

compares them to annual total returns obtained from Yahoo Finance adjusted closing 

prices over this same 16-year and 15-year period of time. As shown in Column [A], Mr. 

Bourassa’s 16-year average annual total return is 10.97 percent,17 while the 15-year 

This information was obtained in the “Price Growth” tab of Mr. Bourassa’s Excel work papers. 
l 7  This 10.97 percent 16-year average annual total return is a value not presented in Schedule D-4.9. 
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average (i.e., exclusive of 1999) annual total return is 9.95 percent. As shown in Column 

[B], the comparable 16-year average annual total return based upon Yahoo Finance 

adjusted closing prices is 11.72 percent, while the 15-year average (Le., exclusive of 

1999) annual total return is 10.45 percent. Clearly, average annual total returns in Column 

[B] are higher than those in Column [A]. However, had Mr. Bourassa elected to use the 

annual total returns in Column [B] in his RPM analysis, the 1999 annual total return 

(30.69%) would have exceeded by a factor of 1 . 9 4 ~  the 15-year average (1 0.45%) annual 

total return ((30.69% / 10.45%) - 1 = 1.94~). Clearly, a disparity of that magnitude 

between performance in the first year and that over the next 15-year period would not be 

representative of performance which continued into the future. 

3. 

4. 

Does it appear that Mr. Bourassa may have understated the 1999 annual total return 

so as not to call attention to the disparity in the performance of his sample 

companies in 1999 relative to that of the subsequent 15-year 2000-2014 period? 

Yes, for as shown in Column [A], the 1999 annual total return (26.28%) exceeds by a 

factor of only 1 . 6 4 ~  the 15-year average (9.95%) annual total return ((26.280/, / 9.95%) - 

1 = 1.64~). Perhaps more significantly, however, the 10.97 percent 16-year average 

annual total return obtained in Column [A] exceeds by 52 basis points the 10.45 percent 

15-year average annual return in Column [B]. Thus, by understating the annual total 

return for 1999, Mr. Bourassa’s methodology allows him to benefit from (i.e., piggy back 

on) the stellar annual total return performance of his sample companies in that year 

without calling undue attention to his having done so. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does RUCO acknowledge that there is a certain degree of supposition contained in 

the above discussion? 

Yes, but until such time that Mr. Bourassa provides evidence demonstrating that annual 

total returns for his sample companies in 1999 were 26.28 percent, as he reports them to 

be in Schedule D-4.9, RUCO continues to believe that this scenario largely explains his 

RPM methodology. 

Thank you. In describing the RPM, you also point out that Mr. Bourassa states the 

RPM is “widely used by both analysts and investors.” In your judgment, would an 

investor be inclined to view the 1999 annual total return and equity risk premium 

levels achieved by Mr. Bourassa’s sample group of companies as representative of 

what to expect in the future? 

No. Investors are assumed to be rational, and in my judgment a rational investor would 

view the total return and risk premium levels achieved in 1999 as a statistical aberration 

and, therefore, not representative of investment returns to be expected in the future. 

Investors would be much more inclined to view performance measured over the 15-year 

period, 2000-201 4, as representative of expected future returns. 

For purposes of his RPM analysis, did Mr. Bourassa employ a compound geometric 

mean in the computation of the annual total returns presented in Schedule D-4.9? 

No, he did not. Mr. Bourassa employed exclusive use of an arithmetic mean when 

computing the annual total returns presented in Schedule D-4.9. 
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a. 

4. 

a. 

4. 

Why is exclusive use of arithmetic returns in the development of Mr. Bourassa’s 

RPM equity risk premium inappropriate? 

It is inappropriate for two reasons. First, exclusive use of arithmetic returns leads to the 

development of higher, and potentially excessive, risk premiums. Second, investors have 

access to both arithmetic and geometric returns, and utilize both when making investment 

decisions. For example, mutual fund investors rely on geometric returns when evaluating 

a fund’s historic and prospective returns, and Value Line reports historic investment 

returns on a geometric or compound annual growth rate basis. Thus, to exclude 

geometric returns in the development of an equity risk premium fails to give recognition 

to their importance in the investment decision-making process. 

Are the 5-year cumulative total returns presented in the 2014 Annual Report to 

Shareholders discussed earlier computed as a geometric mean? 

Yes, as they are reflective of compound average annual growth over a 5-year period. 

Perhaps more significantly, however, inclusion of these geometric return investment 

performance metrics in a publication issued by management and intended for 

consideration by shareholders is further evidence of their perceived importance to 

investors. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Has the Arizona Corporation Commission (ACC) previously ruled on the issue of 

geometric returns and whether they should be considered in the development of 

an equity risk premium? 

Yes, and the ACC has consistently ruled that geometric returns should be considered 

in the development of an equity risk premium.18 

Did RUCO issue a data request asking Mr. Bourassa if he considered use of 

geometric returns in the development of an equity risk premium to be appropriate, 

and if so, how did he respond? 

Yes, this question was asked of Mr. Bourassa in RUCO Data Request 7.02. In response 

(See Bourassa Response to RUCO 7.02), Mr. Bourassa stated that geometric returns 

should not be considered in the development of an equity risk premium, as they are “ex- 

post” measures of performance and, as such, “provide no insight into the potential 

variance of future returns.” 

Has RUCO prepared a restatement of Bourassa Schedule D-4.9 giving 

consideration to geometric returns in the development of an equity risk premium 

in Mr. Bourassa’s RPM analysis? 

Yes. As shown in Exhibit JAC-H, RUCO has prepared a restatement of Schedule D-4.9 

incorporating geometric returns into his RPM analysis to obtain an average annual 

l8 See Decision No. 7001 1 (dated November 27, 2007), in UNS Gas, Inc. (Docket No. 6-04204A-06-0463); 
Decision No. 70360 (dated May 27, 2008), in UNS Electric, Inc. (Docket No. E-04204A-06-0783); 
Decision No. 71 308 (dated October 21, 2009), in Chaparral City Water Company (Docket No. W-02113A-07- 
0551); Decision No. 71623 (dated April 14, 2010), in UNS Gas, Inc. (Docket No. G-04204A-08-0571); 
Decision No. 71 845 (dated August 25, 201 0), in Arizona Water Company (Docket No. W-01445A-08-0440); 
Decision No. 71914 (dated September 30, 2010), in UNS Electric, Inc. (Docket No. E-04204A-09-0206); 

48 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of John A. Cassidy 
Liberty Utilities (Black Mountain Sewer) Corp. 
Docket No. SW-02361A-I 5-0206, et al. 

compound total return growth rate over both a 16-year period (Le., 1999-201 4) and a 15- 

year period (i.e., 2000-2014). Column [A] presents Mr. Bourassa’s arithmetic mean 

returns, as filed, while Column [B] presents RUCO’s compound geometric returns. As 

shown, RUCO determined that Mr. Bourassa’s sample companies experienced 

compound average growth in total return of 9.94 percent over a 16-year period, and 

compound average growth of 9.17 percent when measured over a 15-year period. 

Q. 

4. 

Q. 

4. 

How did RUCO compute its 16-year and 15-year compound geometric returns? 

RUCO computed these 16- and 15-year compound geometric returns utilizing Yahoo 

Finance adjusted closing prices for Mr. Bourassa’s sample companies. 

What impact did consideration of the above compound geometric returns have 

upon Mr. Bourassa’s RPM analysis? 

As shown in Column [C] of RUCO Exhibit JAC-H, when averaging (i.e., simple average) 

the arithmetic returns in Column [A] with RUCO’s geometric returns in Column [B], 

consideration of compound growth metrics in Mr. Bourassa’s RPM analysis results in a 

16-year average annual total return of 10.46 percent, and a 15-year average annual total 

return of 9.56 percent. In absolute terms, when measured over the 16-year period, 1999- 

2014, consideration of geometric returns in Mr. Bourassa’s RPM analysis results in a 51 

basis points reduction to the 16-year average annual total return (10.97% - 10.46% = 

0.51 %). Similarly, when measured over the 15-year period, 2000-2014, consideration of 

geometric returns results in a 39 basis points reduction to the 15-year average annual 

total return (9.95% - 9.56% = 0.39%). 
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Q. 

A. 

Q. 

A. 

In its restatement of Bourassa Schedule D-4.9, did RUCO make other adjustments 

to Mr. Bourassa’s RPM analysis, as filed? 

Yes, RUCO made adjustments to the long-term Treasury bond yields employed by Mr. 

Bourassa in the computation of his annual risk premiums. As shown in Column [D] of 

Exhibit JAC-H, RUCO determined the 16-year average long-term Treasury bond yield to 

be 4.65 percent, a figure 11 basis points higher than the 4.54 percent 16-year average 

employed by Mr. Bourassa in his RPM analysis (4.65% - 4.54% = 0.11%). When 

measured over the 15-year period, 2000-201 4, RUCO determined the 15-year average 

long-term Treasury bond yield to be 4.55 percent. 

Why did RUCO make adjustments to the Treasury bond yields in Mr. Bourassa’s 

RPM? 

RUCO conducted an independent review of annual average U.S. Treasury rates over the 

16-year period, 1999-2014, and found that for the most part the annual Treasury yields 

reported by Mr. Bourassa in Schedule D-4.9 were those of the 30-year long-term Treasury 

bond. However, in the 4-year period, 1999-2002, and again during the 4-year period, 

2006-2009, RUCO found that annual average yields on the 20-year Treasury bond 

exceeded those of the 30-year Treasury bond due to an inverted yield curve. 

Accordingly, RUCO made adjustments to reflect the higher 20-year U.S. Treasury bond 

yield in these years. Additionally, during the 3-year period, 2003-2005, the U.S. Treasury 

discontinued the 30-year long-term bond, and RUCO made adjustments which reflect use 

of the 20-year long-term Treasury bond yield in these years. Finally, RUCO made an 

adjustment to the annual average 30-year Treasury bond yield reported by Mr. Bourassa 

in 2014, as this value had been understated in his analysis. 
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Q. 

A. 

Q. 

A. 

After giving consideration to geometric returns and making the above adjustments 

to Mr. Bourassa’s Treasury bond yields, what did RUCO determine the 16-year and 

15-year average risk premiums to be? 

As shown in Column [E] of RUCO Exhibit JAC-H, the RUCO adjusted 16-year (i.e., 1999- 

2014) average risk premium was determined to be 5.81 percent, while the RUCO 

adjusted 15-year (i.e., 2000-2014) average risk premium was determined to be 5.02 

percent. As can be seen, each of these adjusted average risk premiums are lower than 

the 6.4 percent 16-year average annual risk premium employed by Mr. Bourassa in his 

RPM analysis; the RUCO adjusted 16-year average risk premium is 59 basis points 

lower (6.4% - 5.87 O/O = 0.59%), while the RUCO adjusted 15-year average risk premium 

is 138 basis points lower (6.4% - 5.02% = 1.38%). 

Earlier you pointed out that when describing the RPM, Mr. Bourassa stated that the 

“general approach” involves adding the “current debt yield” to the equity risk 

premium component to derive an RPM derived estimated cost of equity. Does 

RUCO believe the ‘general approach’ to the RPM as described by Mr. Bourassa to 

be the appropriate RPM methodology to use for purposes of setting the rates a 

regulated public utility may charge its customers? 

Yes, and for two reasons. First, the current debt yield is reflective of the rate borne by 

investors in the marketplace. To set rates based upon projected measures of long-term 

U.S. Treasury debt instruments ignores the fact that ratepayers don’t have the luxury of 

obtaining comparable “projected” returns on investments today, here and now. This is 

particularly true when considering the present low rates paid by banks on passbook 
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savings accounts. Second, regulated public utilities are granted natural monopoly status 

to serve customers in their certificated service territory, and as a consequence the 

ratepayers they serve are held captive to the tariffed rates authorized to be charged. 

Thus, to set rates based on cost of equity estimates obtained through the use of projected 

measures of long-term Treasury debt yields is inequitablehnfair to ratepayers. 

Q. 

A. 

Q. 

A. 

For purposes of arriving at his overall 10.6 percent RPM derived cost of equity, 

does Mr. Bourassa employ a current measure of the long-term Treasury bond rate? 

No, he does not. As shown in Schedule D-4.9, Mr. Bourassa employs a 4.20 percent 

projected 30-year U.S. Treasury Bond rate, from forecasts obtained from Value Line and 

Blue Chip Financial Forecasts covering the period, 201 6-2018 (See Bourassa Direct, pp. 

33-34, and Schedule D-4.8). In this respect, Mr. Bourassa’s RPM methodology 

represents a significant departure from the ‘general approach’ he describes in direct 

testimony. 

In direct testimony, Mr. Bourassa frequently cites to a book authored by Dr. Roger 

A. Morin.lg In reviewing the Morin book, did RUCO find support for use of a current 

measure of the long-term Treasury bond rate in the RPM? 

Yes. When discussing the choice of the debt security to be used in the RPM, Dr. Morin 

states that “the yield [i.e., current yield] on very long-term government bonds is the best 

measure of the risk-free rate for use in the risk premium model (emphasis added).”*O 

l9 Morin, Roger A,, New Regulatory Finance, Public Utilities Reports: Vienna, Virginia (2006). 
2o See Morin, p. 11 2. 
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Q. 

A. 

Q. 

A. 

Does Mr. Bourassa’s use of a 4.2 percent projected 30-year long-term Treasury 

Bond rate in his RPM analysis serve to overstate his 10.6 percent RPM derived cost 

of equity? 

Yes, it significantly overstates the cost of equity in his RPM analysis because the current 

yield on the 30-year U.S. Treasury Bond is 2.93 percent,*’ a figure 127 basis points 

lower than the projected 4.2 percent rate employed by Mr. Bourassa in his analysis 

(4.20% - 2.93% = I .27%). 

Does RUCO’s restatement of Bourassa Schedule 0-4.9 present cost of equity 

estimates obtained using the current 2.93 percent 30-year Treasury Bond rate? 

Yes. As shown in Column [E] of RUCO Exhibit JAC-H, when incorporating the current 

2.93 percent 30-year Treasury Bond rate into Mr. Bourassa’s RPM analysis, over a 16- 

year (i.e., 1999-2014) period the RUCO adjusted RPM cost of equity estimate falls to 8.74 

percent, a figure 186 basis points lower than Mr. Bourassak 10.6 percent RPM 

estimated cost of equity (1 0.60% - 8.74% = 1.86%). When measured over a 15-year (Le., 

2000-2014) period, the RUCO adjusted RPM cost of equity estimate falls to 7.95 percent, 

a figure 265 basis points lower than Mr. Bourassa’s 10.6 percent RPM estimated cost 

of equity (10.60°/0 - 7.95% = 2.65%). 

This was the closing spot-rate on the 30-year U.S. Treasury Bond on Friday, October 30, 201 5. 
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Q. 

A. 

Q. 

A. 

For the reasons discussed earlier, does RUCO believe the above 7.95 percent figure 

to be the appropriate RPM derived cost of equity to be obtained from Mr. 

Bourassa’s RPM analysis for his sample companies? 

Yes, as it (i) reflects the measurement of average annual total returns over the 15-year 

year period, 2000-201 4, exclusive of those from 1999, (ii) gives consideration to geometric 

returns in the development of the equity risk premium component, (iii) makes appropriate 

adjustments to long-term Treasury Bond yields used in the computation of the annual risk 

premiums, and (iv) incorporates a current measure of the 30-year long-term Treasury 

yield. 

Turning now to Mr. Bourassa’s CAPM cost of equity analysis, as shown in Schedule 

D-4.11 he obtains estimates from both a Historical Market Risk Premium (MRP) 

CAPM as well as a Current MRP CAPM. In both, however, the risk-free (Rr) rate 

component is the same 4.2 percent forecasted long-term Treasury rate as that used 

by Mr. Bourassa in his RPM analysis. How does RUCO respond? 

For the reasons noted earlier in my discussion of Mr. Bourassa’s RPM analysis, use of 

forecasted Treasury yields in the CAPM is inappropriate, and serves to overstate cost of 

equity estimates derived therefrom. The appropriate risk-free (Rf) rate to be used in the 

CAPM is the current long-term Treasury Bond rate. The current spot-yield on the 30-year 

U.S. Treasury Bond is 2.93 percent. Thus, Mr. Bourassa’s use of a forecasted 4.2 

percent risk-free rate overstates the cost of equity estimates derived from both his 

Historical MRP and Current MRP CAPM models by 127 basis points (4.20% - 2.93% = 

1.27%). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the sample average beta coefficient used by Mr. Bourassa in his CAPM 

analysis? 

As shown in Schedule D-4.11, Mr. Bourassa’s sample average beta coefficient is 0.74. 

Since the filing of Mr. Bourassa’s direct testimony, has there been a change to Mr. 

Bourassa’s sample average beta? 

Yes, based on information obtained from the most recent Value Line quarterly update for 

the water utility industry (dated October 16, 2015), RUCO determined that the beta 

coefficient for Mr. Bourassa’s sample companies has fallen to 0.73. Thus, relative to other 

publicly-traded companies, the level of systematic (i.e., market) risk exposure to investors 

holding common shares in the stock of Mr. Bourassa’s sample companies is fractionally 

lower than it was at the time Mr. Bourassa filed direct testimony. 

Does RUCO have concerns regarding the 7.00 percent market risk premium (RPm) 

component of Mr. Bourassa’s Historical MRP CAPM? 

No. 

Does RUCO have concerns regarding the 9.25 percent market risk premium (MRP) 

component employed by Mr. Bourassa in his Current MRP CAPM? 

Yes, as his 9.25 percent MRP is clearly not reflective of current market conditions and 

has been significantly overstated. 
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Q. 

A. 

Q. 

A. 

What evidence does RUCO have to demonstrate that the 9.25 percent market risk 

(RPm) premium in Mr. Bourassa’s Current MRP CAPM is overstated? 

Evidence of its overstatement can be found in rebuttal testimony filed by Mr. Bourassa in 

the recent Quail Creek Water Company rate case.22 Specifically, in Rebuttal (Page I O ,  

lines 20-22), Mr. Bourassa alludes to a recent Wall Sfreef Journal article which reported, 

as he states, that “estimates of the equity risk premium for the S&P 500 as of the end of 

April 201 5 was one of the highest estimates going back to 1960.” A review of the article 

to which Mr. Bourassa cites23 reveals that as of the end of April 2015, the equity risk 

premium on the S&P 500 was 5.8 percent, and was based upon the research findings of 

Dr. Aswath Damodaran, Professor of Finance at the Stern School of Business at New 

York University. 

Does Dr. Damodaran regularly update his research findings as to the current equity 

risk premium for the S&P 500? 

Yes, Dr. Damodaran maintains a website dedicated to that purpose.24 In visiting the 

website, RUCO found that he had updated his analysis to November 1, 201 5, and as of 

that date the current equity risk premium on the S&P 500 was estimated to be 6.12 

percent. 

22 Quail Creek Wafer Company (Docket No. W-02514A-14-0343), Rebuttal Testimony (Cost of Capital) filed 
by Thomas J. Bourassa, dated June 3,2015. 
23 Lahart, Justin, “Lower Yields May be Stocks’ Real Threat,” The Wall Sfreef Journal, Heard on the Street 
Column, May 1 7, 201 5. (http://www.wsj .com/articles/lower-yields-may-be-stocks-real-threat-1431885420) 
24 http://pages.stern.nyu .edu/-adamodad 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Would an equity risk premium on the S&P 500 of 6.12 percent, measured as of 

November 1,2015, be considered an indication of the “current” MRP? 

Yes, because the S&P 500 is a broad based market index of 500 publicly-traded 

companies, and the performance of the S&P 500 is often used as a proxy for that of the 

market as a whole. 

In light of the above, please quantify the degree to which Mr. Bourassa’s 9.25 

percent current market risk premium is overstated. 

Mr. Bourassa has overstated the current MRP component in his Current MRP CAPM 

analysis by 313 basis points (9.25% - 6.12% = 3.13%). 

Has RUCO prepared a restatement to Bourassa Schedule D-4.11 reflecting 

corrections to the above noted problems associated with Mr. Bourassa’s CAPM 

analysis? 

Yes. As shown in Exhibit JAC-I, RUCO has prepared a restatement of Schedule D-4.11 

to reflect use of (i) the current 2.93 percent 30-year Treasury Bond yield as the risk-free 

(Rf) rate, (ii) a reduced 0.73 sample average beta coefficient, and (iii) a reduction to the 

MRP component in Mr. Bourassals Current MRP CAPM. As can be seen, as adjusted by 

RUCO Mr. Bourassa’s Historical MRP CAPM estimated cost of equity falls from 9.4 

percent to 8.03 percent, a reduction of 137 basis points (9.4% - 8.03% = 1.37%), while 

Mr. Bourassa’s Current MRP CAPM estimated cost of equity falls from 11 .O percent to 

7.39 percent, a reduction of 361 basis points (1 1 .O% - 7.39% = 3.61 %). Overall, Mr. 
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Bourassa’s average CAPM estimate falls from 10.2 percent to 7.71 percent, a reduction 

of 249 basis points (10.2% - 7.71 % = 2.49%). 

Q. 

A. 

For purposes of his 10.8 percent recommended cost of equity for Liberty Black 

Mountain, Mr. Bourassa makes provision for an upward I 0 0  basis point company- 

specific risk premium which, as noted in his direct testimony (p. 42, line 12) relates 

to “small size.” How does RUCO respond? 

Empirical research has demonstrated that a small company risk premium adjustment to 

the cost of equity is unwarranted for regulated utilities. Annie Wong, of Western 

Connecticut State University, conducted a study on utility stocks to determine if the so- 

called size effect exists in the utility industry, and she writes as follows: 

The fact that the two samples show different, though weak, results 
indicates that utility and industrial stocks do not share the same 
characteristics. First, given firm size, utility stocks are consistently less 
risky than industrial stocks. Second, industria! betas tend to decrease with 
firm size but utility betas do not. These findings may be attributed to the 
fact that all public utilities operate in an environment with regional 
monopolistic power and regulated financial structure. As a result, the 
business and financial risks are very similar among the utilities regardless 
of their size. Therefore, utility betas would not necessarily be expected to 
be related to firm size. 

The object of this study is to examine if the size effect exists in the utility industry. After 

controlling for equity values, there is some weak evidence that firm size is a missing factor 

from the CAPM for the industrial but not for the utility stocks. This implies that although 

the size phenomenon has been strongly documented for industrials, the findings suggest 
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that there is no need to adjust for the firm size in utility  regulation^.^^ (emphasis 

added) 

Q. 

4. 

Has the Commission previously ruled on the issue of firm size and whether it 

warrants a risk premium adjustment to the cost of equity? 

Yes. In Decision No. 64282,26 the ACC ruled for Arizona Water that firm size does not 

warrant recognition of a risk premium stating, “We do not agree with the Company’s 

proposal to assign a risk premium to Arizona Water based on its size relative to other 

publicly traded water utilities.. ..” The Commission confirmed its previous ruling in 

Decision No. 6472727 for Black Mountain Gas agreeing with Staff that “the ‘firm size 

phenomenon’ does not exist for regulated utilities, and that therefore there is no need to 

adjust for risk for small firm size in utility regulation.” All companies have firm-specific 

risks; therefore, the existence of unique risks for a company does not lead to the 

conclusion that its total risk is greater than other entities. Moreover, as previously 

discussed, investors cannot expect compensation for firm-specific risk since it can be 

eliminated through d ive rsification . 

Annie Wong, “Utility Stock and the Size Effect: An Empirical Analysis,” Journal of the Midwest Finance 
Issociation, (1 993), p.98. 
16 Dated December 28,2001. 
!7 Dated April 17, 2002. 
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Q. 

A. 

Has the ACC issued a more recent decision which reconfirms its prior position 

regarding firm size? 

Yes, in the recent EPCOR Water Arizona case.28 In Decision No. 7526829, the ACC ruled 

as follows: 

Nor are we persuaded by Ms. Ahern’s claim that EPCOR’s “size” 
should be recognized as a business risk factor. Although a company’s 
size may sometimes be considered as a business risk factor, for utilities 
of substantial size (i.e*, those that have access to the equity capital 
markets) it is a minimal consideration in determining business risk. 
Small utilities, (e.g., non-class A utilities) may have additional risk due to 
the inability to hire employees or contract for sufficient levels of expertise 
management, technical & financial) to perform effectively and efficiently. 
Small utilities also have other risks such as information access, greater 
annual variability in operating expenses, and greater regulatory risk both 
due to lack of skilled rate case personnel and the percentage of operating 
expenses and rate base components reviewed by Staff and intervenors. 
Due to the latter two reasons, for any adopted return on equity the 
distribution of actual returns is greater for a small utility than for a large 
utility, and greater variability means greater risk. However, most of the 
proxy companies used in the cost of capital analyses, including EPCOR, 
are a conglomeration of many smaller water systems and have the 
capacity to attract the appropriate level of talent for proficient operation. 
Thus, the business risk for any of the EPCOR systems parallels that of the 
sample companies, and we do not believe a cost of equity adjustment 
for size is appropriate. (emphasis added) 

Does Liberty Black Mountain have access to the equity capital markets? 

Yes, through its ultimate parent, Algonquin Power & Utilities Corp., whose common stock 

is publicly traded on the Toronto Stock Exchange (Ticker: AQN). 

23 

24 *8 EPCOR Wafer Arizona, Inc. (Docket No. WS-01303A-14-0010). 
29 Dated September 8, 201 5. 
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Q. 

A. 

xi. 

Q. 

A. 

Q. 

A. 

Does this suggest that pursuant to Decision No. 75268, Mr. Bourassa’s 100 basis 

point upward adjustment for small size is unwarranted? 

Yes. 

CONCLUSION AND RECOMMENDATIONS 

Please summarize RUCO’s cost of capital recommendations in this proceeding. 

RUCO recommends that the Commission adopt the following: 

I )  A pro forma capital structure composed of 30.0 percent long-term debt and 

70.0 percent common equity; 

A cost of debt not to exceed 3.53 percent; 

A cost of common equity of 8.95 percent; and 

An overall rate of return of 7.32 percent. 

2) 

3) 

4) 

Does this conclude your direct testimony? 

Yes, it does. 
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SCHEDULE JAC - 1 
Page 1 of 1 

WEIGHTED AVERAGE COST OF CAPITAL 

Line Capitalization RUCO RUCO Adjusted Capital Weighed 
- No Description Per Company Adiustments Capitalization Ratio - cost - cost 

1 Long Term Debt $ 1,952,259 $ - $ 1,952,259 30.00% 3.53% 1.06% 

2 

3 Common Equity $ 4,555,272 $ - $ 4,555,272 70.00% 8.95% 6.27% 

4 

5 TOTAL CAPITALIZATION $6,507,531 $ $6,507,531 100.00% 7.32% 

6 

7 
In its financing application, the Company seeks authorization to issue long-term (Le., IO-year maturity) non-amortizing debt 
in an amount not to exceed US$3.4 million. For purposes of its rate filing, the Company's proposed long-term debt consists 
of $1,952,259 of IO-year non-amortizing debt at an interest rate of 3.53 percent per annum. 9 

10 

11 

12 

13 
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16 
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SCHEDULE JAC - 2 
Page 1 of 1 

Cost of Capital -- Common Equity 

Line 
- No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

Discounted Cash Flow Model ("DCF") Schedule JAC - 3 8.85% 

Capital Asset Pricing Model ("CAPM") Schedule JAC - 4 7.56% 

Comparable Earning Model ("CE") 

Cost of Common Equity 

Schedule JAC - 5 10.44% 

8.95% 
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Schedule Page JAC I of - 4 3 

PROXY GROUP - DCF ANALYSIS 

(4 (6) (C) (D) (E) (F) (G) (HI (1) 
Current Expected 

Dividend Historic Projected Five Year Projected Projected Dividend 
Line Yield Retention Retention Historic Per Share EPS Average Yield DCF 

Growth - Rates NO Proxy Gmuo Comoanies - G r o w t h  Growth GrowthRate GrowthRates Growth - - 
1 American States Water Co. 
2 
3 Aqua America, Inc. 

4 Artesian Rtesources Corp 
5 California Water Service Group 
6 Connecticut Water Service, Inc. 
7 Middlesex Water 
8 SJW Corporation 
9 York Water Company 
10 
11 
12 
13 Mean 

American Water Works Co., Inc 

2.3% 
2.5% 
2.7% 
3.6% 
3.1% 
3.0% 
3.2% 
2.5% 
2.7% 

6.0% 
3.8% 
5.1% 
1.5% 
3.2% 
2.9% 
2.0% 
4.1% 
2.8% 

6.0% 
4.3% 
5.5% 

3.8% 
4.7% 
3.5% 
3.5% 
3.8% 

9.7% 

8.0% 
3.2% 
3.7% 
6.8% 
3.0% 
5.7% 
4.3% 

5.5% 
7.0% 
7.5% 

6.0% 
4.5% 
3.3% 
4.5% 
5.3% 

5.0% 
7.34% 
5.55% 

4.0% 
5.0% 
5.0% 
2.7% 
14.0% 
4.9% 

6.4% 

5.6% 
6.5% 

2.9% 
4.3% 
4.8% 
2.9% 
6.4% 
4.2% 

2.4% 
2.6% 
2.8% 
3.7% 
3.1% 
3.1 % 

3.2% 
2.6% 
2.8% 

8.8% 
8.2% 
9.3% 

6.6% 
7.5% 
7.8% 
6.1% 
9.0% 
7.0% 

2.84% 3.49% 4.40% 5.65% 5.46% 5.94% 4.90% 2.91% 7.80% 

14 
15 
16 Median 2.75% 3.24% 4.08% 5.00% 5.42% 5.00% 4.78% 2.80% 7.83% 

17 
18 
19 Composite-Mean 6.40% 7.30% 8.55% 8.36% 7.80% 

20 
21 
22 Composite-Median 6.04% 6.89% 7.80% 8.22% 7.80% 7.58% 
23 
24 
25 
26 References: 
27 Column (A) -Schedule JAC - 3, page 3 of 4 
28 Column (B) -Schedule JAC - 3, page 4 of 4 
29 Column (C) - Schedule JAC - 3, page 4 of 4 
30 Column (D) and Column (E) -Schedule JAC - 3, page 2 of 4 
31 Column (F) See Yahoo Finance, Growth Estimates - Next 5 Years ~ Attachment 7 
32 Column (G) - Average Columns (B) through (F) 
33 Column (H) - Column (A) * [l + Column (G)] 
34 Column (I) - Column (G) + Column (H) 
35 
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PROXY GROUP -- PER SHARE GROWTH RATES 

Line 
- No Proxv Group Companies EPS D P S -  BVPS Averaqe - EPS DPS Bvps Averaqe 

5-Year Historic Growth Rates Est'd '12-'14 to '18-'20 Growth Rates 

1 

2 American States Water Co. 14.0% 8.5% 6.5% 9.7% 6.0% 7.5% 3.0% 5.5% 

3 American Water Works Co., Inc 7.0% 8.5% 5.5% 7.0% 

4 Aqua America, Inc. 13.0% 7.0% 6.5% 8.8% 7.5% 9.5% 5.5% 7.5% 

5 Artesian Rtesources Corp. 3.0% 3.5% 3.0% 3.2% 

6 California Water Service Group 4.0% 2.0% 5.0% 3.7% 6,5% 7.0% 4.5% 6.0% 

7 Connecticut Water Service, Inc. 9.0% 2.0% 9.5% 6.8% 4.5% 5.0% 4.0% 4.5% 

8 Middlesex Water 4.5% 1.5% 3.0% 3.0% 5.0% 2.0% 3.0% 3.3% 

9 SJW Corporation 10.5% 3.0% 3.5% 5.7% 1.5% 6.0% 6.0% 4.5% 

10 York Water Company 6.0% 2.5% 4.5% 4.3% 6.5% 6.5% 3.0% 5.3% 

9 
10 
11 5.6% 5.5% 
12 
13 Reference: 
14 Value Line Investment Survey - October 16, 2015 -Attachment 1 
15 
16 
17 
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PROXY GROUP -- DIVIDEND YIELD 

Line 
- No Proxy Group Companies 

1 American States Water Co. 

2 

3 Aqua America, Inc. 

4 Artesian Rtesources Corp. 

5 California Water Service Group 

6 Connecticut Water Service, Inc. 

7 Middlesex Water 

8 SJW Corporation 

9 York Water Company 

10 

American Water Works Co., Inc 

July - September, 2014 
DPS Averase 

$0.90 

$1.36 

$0.71 

$0.87 

$0.67 

$1.07 

$0.77 

$0.78 

$0.60 

$42.40 

$59.20 

$28.79 

$26.85 

$24.35 

$38.49 

$26.65 

$33.84 

$23.86 

$35.80 

$50.16 

$24.45 

$21.32 

$19.55 

$33.15 

$22.12 

$27.66 

$1 9.69 

$39.10 

$54.68 

$26.62 

$24.09 

$21.95 

$35.82 

$24.39 

$30.75 

$21.78 

Yield 

2.3% 

2.5% 

2.7% 

3.6% 

3.1% 

3.0% 

3.2% 

2.5% 

2.7% 

11 

12 Average 2.84% 

13 

14 

15 

16 

17 References: 

18 Column (A) - Value Line Investment Survey October 16, 201 5 - Third Quarter Dividends Annualized 

19 Columns (B), (C), and (D) - Yahoo Finance 

20 
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PROXY GROUP -- GROWTH RATES - RETAINED TO COMMON EQUITY 

Line (A) (B) (C) (W (E) 
- No Proxy Group Companies 2010 2011 2012 2013 2014 Averaqe 2015 2016 2018-'20 Averaqe - - - - -  
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 

American States Water Co. 5.8% 5.3% 6.6% 6.8% 5.7% 6.0% 6.0% 5.5% 6.5% 6.0% 

Aqua America, Inc. 3.7% 4.6% 4.3% 6.7% 6.1% 5.1% 5.5% 5.5% 5.5% 5.5% 

California Water Service Group 3.0% 2.3% 3.4% 3.4% 4.1% 3.2% 3.5% 4.5% 3.5% 3.8% 
Connecticut Water Service, Inc. 1.6% 1.4% 2.8% 3 . 8 ~ ~  4.8% 2.9% 5.0% 5.0% 4.0% 4.7% 
Middlesex Water 2.1% 1.0% 1.4% 2.4% 3.1% 2.0% 3.5% 3.5% 3.5% 3.5% 
SJW Corporation 1.2% 3.1% 3.3% 2 . 8 ~ ~  10.2~~ 4.1% 4.0% 3.5% 3.0% 3.5% 

American Water Works Co., Inc 2.0% 3.5% 3.6% 4.7% 4.3% 3.8% 4.5% 4.5% 4.0% 4.3% 

Artesian Rtesources Corp. 2.0% 0.5% 2.5% 0.9% 1.6% 1.5% 

York Water Company 2.7% 2.5% 2.4% 2.4% 3.9% 2.8% 3.5% 4.5% 3.5% 3.8% 

Average 3.5% 4.4% 

Source: Value Line Investment Survey October 16,2015 
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Line 
- No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

CAPITAL ASSET PRICING MODEL -- HISTORICAL MARKET RISK PREMIUM 

[AI 161 [CI [Dl [El 
Risk Free Risk CAPM CAPM Cost of 

Equitv Capital Rates - Proxv Group Companies - Rate - BETA Premium 

- American States Water Co. 2.73% 0.70 X 6.85% - 4.80% 7.52% 

American Water Works Co.. Inc 2.73% 0.70 X 6.85% - 4.80% 7.52% 

Aqua America, Inc. 2.73% 0.75 X 6.85% - 5.14% 7.87% 

Artesian Resources Corp. 2.73% 0.55 X 6.85% - 3.77% 6.50% 

California Water Service Group 2.73% 0.75 X 6.85% - 5.14% 7.87% 

Connecticut Water Service, Inc. 2.73% 0.65 X 6.85% - 4.45% 7.18% 

Middlesex Water 2.73% 0.75 X 6.85% - 5.14% 7.87% 

SJW Corporation 2.73% 0.75 X 6.85% 5.14% 7.87% 

- 
- 
- 

- 
- 

- 
- 
- York Water Company 2.73% 0.75 X 6.85% - 5.14% 7.87% 

Average 7.56% 

20 year Treasurv Bonds 30 year Treasurv Bonds 

August, 201 5 2.55% 2.86% 

September, 2015 2.62% 2.95% 

October, 2015 2.50% 2.89% 

Average 2.56% 2.90% 

3-Month Composite Average 2.73% 

REFERENCES 

Column [A]: Federal Reserve Selected Interest Rates H.15 - Attachment 2 

Column [B]: Value Line Investment Survey - October 16, 2015 -Attachment 1 

Column [C]: JAC - 4, Page 2 of 2 

Column [D]: [B] [C] 

Column [E]: [A] + [D] 
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STANDARD & POOR'S 500 COMPOSITE 

RISK PREMIUMS 
20-YEAR U.S. TREASURY BOND YIELDS 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

[AI 
P I :  
ic1: 
P I :  
[El: 

Year 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 I 
201 2 
201 3 

[AI 
EPS 

$12.33 
$14.86 
$14.82 
$15.36 
$1 2.64 
$14.03 
$16.64 
$14.61 
$14.48 
$17.50 
$23.75 
$22.87 
$21.73 
$16.29 
$19.09 
$21.89 
$30.60 
$33.96 
$38.73 
$39.72 
$37.71 
$48.17 
$50.00 
$24.69 
$27.59 
$48.73 
$58.55 
$69.93 
$81.51 
$66.17 
$14.88 
$50.97 
$77.35 
$86.58 
$86.51 
$1 00.20 

BVPS 
$79.07 
$85.35 
$94.27 
$1 02.48 
$1 09.43 
$1 12.46 
$1 16.93 
$122.47 
$125.20 
$126.82 
$134.04 
$141.32 
$147.26 
$153.01 
$1 58.85 
$149.74 
$1 80.88 
$1 93.06 
$215.51 
$237.08 
$249.52 
$266.40 
$290.68 
$325.80 
$338.37 
$321.72 
$367.1 7 
$414.75 
$453.06 
$504.39 
$529.59 
$451.37 
$51 3.58 
$579.14 
$613.14 
$666.97 
$715.84 

- ROE 

15.00% 
16.55% 
15.06% 
14.50% 

12.23% 
13.90% 
11.80% 
11.49% 
13.42% 
17.25% 
15.85% 
14.47% 
10.45% 
12.37% 
13.24% 
16.37% 
16.62% 
17.11% 
16.33% 
14.62% 
17.29% 
16.22% 
7.43% 
8.36% 
14.15% 
14.98% 
1 6.1 2% 
17.03% 
12.49% 
3.03% 
10.56% 
14.16% 
14.52% 

14.49% 

11.39% 

13.52% 

[Dl 
20-Y EAR 
T-BOND 

7.90% 
8.86% 
9.97% 
11.55% 
13.50% 
10.38% 
11.74% 
11.25% 
8.98% 
7.92% 
8.97% 
8.81 % 
8.19% 
8.22% 
7.26% 
7.17% 
6.59% 
7.60% 
6.18% 
6.64% 
5.83% 
5.57% 
6.50% 
5.53% 
5.59% 
4.80% 
5.02% 
4.69% 
4.68% 
4.86% 
4.45% 
3.47% 
4.25% 
3.81% 
2.40% 
2.86% 

[El 
RISK 

PREMIUM 

7.10% 
7.69% 
5.09% 
2.95% 
-2.1 1% 
1.85% 
2.16% 
0.55% 
2.51% 
5.50% 
8.28% 
7.04% 
6.28% 
2.23% 
5.11% 
6.07% 
9.78% 
9.02% 
10.93% 
9.69% 
8.79% 
11.72% 
9.72% 
1.90% 
2.77% 
9.35% 
9.96% 
11.43% 
12.35% 
7.63% 
-1.42% 
7.09% 
9.91 % 
10.71 % 
11.12% 
11.63% 

2014 $103.12 $733.84 14.23% 3.12% 1 1 .I 1 Yo 
Average 13.75% 6.89% 6.85% 

Diluted earnings per share on the S&P 500 Composite Index. 
Book value per share on the S&P 500 Composite Index. 
Average of current- and prior year [B] / current year [A]. 
Annual income returns on 20-year US. Treasury bonds. 

Sources for [A] and [B]: Standard & Poor's 2015 Analysts' Handbook. 
Source for [D]: Morningstar 201 5 Classic Yearbook (Table A-7). 

[CI - [Dl 
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Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 

Real GDP 
Growth 
-1.1% 
5.4% 
5.5% 
5.0% 
2.8% 
-0.2% 
1.8% 
-2.1% 
4.0% 
6.8% 
3.7% 
3.1% 
2.9% 
3.8% 
3.5% 
1.8% 
-0.5% 
3.0% 
2.7% 
4.0% 
3.7% 
4.5% 
4.5% 
4.2% 
3.7% 
4.1% 
1.1% 
1.8% 
2.8% 
3.8% 
3.3% 
2.7% 
1.8% 
-0.3% 
-2.8% 
2.5% 
1.6% 
2.2% 
1.5% 
2.4% 

ECONOMIC INDICATORS 

Industrial 
Production 

Growth 
-8.9% 
10.8% 
5.9% 
5.7% 
4.4% 
-1.9% 
1.9% 
-4.4% 
3.7% 
9.3% 
1.7% 
0.9% 
4.9% 
4.5% 
1.8% 
-0.2% 
-2.0% 
3.1% 
3.4% 
5.5% 
4.8% 
4.3% 
7.3% 
5.8% 
4.5% 
4.0% 
-3.4% 
0.2% 
1.2% 
2.3% 
3.3% 
2.2% 
2.5% 
-3.4% 
-1 1.3% 
5.6% 
3.0% 
2.8% 
1.9% 
3.7% 

Unemploy- 
ment 
Rate 
8.5% 
7.7% 
7.0% 
6.0% 
5.8% 
7.0% 
7.5% 
9.5% 
9.5% 
7.5% 
7.2% 
7.0% 
6.2% 
5.5% 
5.3% 
5.6% 
6.8% 
7.5% 
6.9% 
6.1% 
5.6% 
5.4% 
4.9% 
4.5% 
4.2% 
4.0% 
4.7% 
5.8% 
6.0% 
5.5% 
5.1% 
4.6% 
4.6% 
5.8% 
9.3% 
9.6% 
8.9% 
8.1% 
7.4% 
6.2% 

- 
Consumer 
Price Index 

7.0% 
4.8% 
6.8% 
9.0% 
13.3% 
12.4% 
8.9% 
3.8% 
3.8% 
3.9% 
3.8% 
1.1% 
4.4% 
4.4% 
4.6% 
6.1 % 
3.1 % 
2.9% 
2.7% 
2.7% 
2.5% 
3.3% 
1.7% 
1.6% 
2.7% 
3.4% 
1.6% 
2.4% 
1.9% 
3.3% 
3.4% 
2.5% 
4.1 % 
0.1 % 
2.7% 
1.5% 
3.0% 
1.7% 
1.5% 
0.8% 

Schedule JAC - 6 
Page 1 of 8 

Producer 
Price Index 

6.6% 
3.7% 
6.9% 
9.2% 
12.8% 
11.8% 
7.1% 
3.6% 
0.6% 
1.7% 
1.8% 
-2.3% 
2.2% 
4.0% 
4.9% 
5.7% 
-0.1% 
1.6% 
0.2% 
1.7% 
2.3% 
2.8% 
-1.2% 
0.0% 
2.9% 
3.6% 
-1.6% 
1.2% 
4.0% 
4.2% 
5.4% 
1.1% 
6.2% 
-0.9% 
4.3% 
4.7% 
4.7% 
1.4% 
0.8% 
-1.2% 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 

- Year 
2003 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2004 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2005 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2006 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2007 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2009 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
201 I 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2012 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2013 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 5 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 

2014 

Real 
GDP* 

Growth 

1.2% 
3.5% 

2.7% 

3.0% 
3.5% 
3.6% 

7.5% 

2.5% 

4.1% 
1.7% 
3.1% 
2.1% 

5.4% 
1.4% 
0.1% 
3.0% 

0.9% 
3.2% 
2.3% 
2.9% 

-1.8% 
1.3% 
-3.7% 
-8.9% 

-5.3% 
-0.3% 
1.4% 
4.0% 

1.6% 
3.9% 
2.8% 
2.8% 

-1.3% 
3.2% 

4.9% 

3.7% 
1.2% 
2.8% 
0.1% 

1.9% 
1.1% 
3.0% 
3.8% 

-0.9% 
4.6% 
4.3% 
2.1% 

0.6% 
3.9% 
1.5% 
NIA 

1.4% 

'GDP=Gross Domestic Product 

ECONOMIC INDICATORS 

Industrial 
Production 

Growth 

1.1% 
-0.9% 
-0.9% 
1.5% 

2.8% 
4.9% 
4.6% 
4.3% 

3.8% 
3.0% 
2.7% 
2.9% 

3.4% 
4.5% 
5.2% 
3.5% 

2.5% 
1.6% 
1.8% 
2.1% 

1.9% 
0.2% 
-3.0% 
6.0% 

-1 1.6% 
-12.9% 
-9.3% 
-4.5% 

2.7% 
6.5% 
6.9% 
6.2% 

5.4% 
3.6% 

4.0% 

4.5% 
4.7% 
3.4% 
2.8% 

2.5% 
2.0% 
2.5% 
2.6% 

3.9% 
4.1% 
4.7% 
4.6% 

3.5% 
1.4% 
NIA 
NIA 

3.3% 

Unemploy- 
ment 
_. Rate 

5.8% 
6.2% 
6.1% 
5.9% 

5.6% 
5.6% 
5.4% 
5.4% 

5.3% 
5.1% 
5.0% 
4.9% 

4.7% 
4.6% 
4.7% 
4.5% 

4.5% 
4.5% 
4.6% 
4.8% 

4.9% 
5.3% 
6.0% 
6.9% 

8.1% 
9.3% 
9.6% 
10.0% 

9.7% 
9.7% 
9.6% 
9.6% 

9.0% 
9.0% 
9.1% 
8.7% 

8.3% 
8.2% 

7.8% 

7.7% 
7.6% 
7.3% 
7.0% 

6.7% 
6.2% 
6.0% 
5.7% 

5.6% 
5.4% 
5.2% 
NIA 

8.1% 

Consumer 
Price Index 

4.8% 
0.0% 
3.2% 
-0.3% 

5.2% 
4.4% 
0.8% 
3.6% 

4.4% 
1.6% 
8.8% 
-2.0% 

4.8% 
4.8% 
0.4% 
0.0% 

4.8% 
5.2% 
1.2% 
0.6% 

2.8% 
7.6% 
2.8% 

-13.2% 

2.4% 
3.2% 
2.0% 
2.5% 

0.9% 
-1.2% 
2.8% 
2.8% 

4.8% 
3.2% 
2.4% 
0.4% 

3.2% 
0.0% 
4.0% 
0.0% 

2.0% 
0.8% 
2.0% 
0.3% 

1.6% 
4.0% 
3.9% 
-0.2% 

-0.1% 
0.3% 
-0.1% 
NIA 

Producer 
Price Index 

5.6% 

3.2% 
2.8% 

5.2% 
4.4% 
0.8% 

-0.5% 

7.2% 

5.6% 
-0.4% 
14.0% 
4.0% 

-0.2% 
5.6% 
-4.4% 
3.6% 

6.4% 
6.8% 
1.2% 
6.5% 

9.6% 
14.0% 
-0.4% 

-28.4% 

-0.4% 
9.2% 
-0.8% 
8.8% 

6.5% 

4.0% 
9.2% 

-2.4% 

9.6% 
3.6% 
6.4% 
-1.2% 

2.0% 
-2.8% 
9.6% 
-3.6% 

1.2% 
2.4% 
0.0% 
0.3% 

0.3% 
0.2% 
0.0% 
-0.8% 

-0.7% 
0.5% 

NIA 
-0.6% 

Source: Council of Economic Advisors, Economic Indicators, various issues 
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INTEREST RATES 

Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 1 
2012 
201 3 
2014 

Prime 
- Rate 
7.86% 
6.84% 
6.83% 
9.06% 

15.27% 
18.89% 
14.86% 
10.79% 
12.04% 

12.67% 

9.93% 
8.33% 
8.21% 
9.32% 
10.87% 
10.01 Yo 
8.46% 
6.25% 
6.00% 
7.15% 
8.83% 
8.27% 
8.44% 
8.35% 
8.00% 
9.23% 
6.91 % 
4.67% 
4.12% 
4.34% 
6.19% 
7.96% 
8.05% 
5.09% 
3.25% 
3.25% 

3.25% 
3.25% 

3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 
5.84% 
4.99% 
5.27% 
7.22% 
10.04% 
11.51% 
14.03% 
10.69% 
8.63% 
9.58% 
7.48% 
5.98% 
5.82% 
6.69% 
8.12% 
7.51 % 
5.42% 
3.45% 
3.02% 
4.29% 
5.51 % 
5.02% 
5.07% 
4.81 yo 
4.66% 
5.85% 
3.44% 
1.62% 
1.01% 
1.38% 
3.16% 
4.73% 
4.41 % 
1.48% 
0.1 6% 
0.14% 
0.06% 
0.09% 
0.06% 
0.03% 

US Treasury 
T Bonds 
10 Year 
7.99% 
7.61 % 
7.42% 
8.41 % 
9.44% 
11.46% 
13.93% 
13.00% 
11 .IO% 
12.44% 
10.62% 
7.68% 
8.39% 
8.85% 
8.49% 
8.55% 
7.86% 
7.01 % 
5.87% 
7.09% 
6.57% 
6.44% 
6.35% 
5.26% 
5.65% 
6.03% 
5.02% 
4.61 % 
4.01 % 
4.27% 
4.29% 
4.80% 
4.63% 
3.66% 
3.26% 
3.22% 
2.78% 
1.80% 
2.35% 
2.54% 

Utility 
Bonds 

Aaa 
9.03% 
8.63% 
8.19% 
8.87% 
9.86% 
12.30% 
14.64% 
14.22% 
12.52% 
12.72% 
11.68% 
8.92% 
9.52% 
10.05% 
9.32% 
9.45% 
8.85% 
8.19% 
7.29% 
8.07% 
7.68% 
7.48% 
7.43% 
6.77% 
7.21 yo 
7.88% 
7.47% 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Utility 
Bonds 

Aa 
9.44% 
8.92% 
8.43% 
9.1 0% 
10.22% 
13.00% 
15.30% 
14.79% 
12.83% 
13.66% 
12.06% 
9.30% 
9.77% 
10.26% 
9.56% 
9.65% 
9.09% 
8.55% 
7.44% 
8.21% 
7.77% 
7.57% 
7.54% 
6.91 % 
7.51 % 
8.06% 

[ I ]  7.19% 
6.40% 
6.04% 
5.44% 
5.84% 
5.94% 

5.75% 
5.24% 
4.78% 

- 

7.59% 

6.18% 

3.83% 
4.24% 

NA 

Utility 
Bonds 

10.09% 
9.29% 
8.61 % 
9.29% 
10.49% 
13.34% 
15.95% 
15.86% 
13.66% 
14.03% 
12.47% 
9.58% 
10.10% 
10.49% 
9.77% 
9.86% 
9.36% 
8.69% 
7.59% 
8.31 % 
7.89% 
7.75% 
7.60% 
7.04% 
7.62% 

A - 

8.24% 
7.78% 
7.37% 
6.58% 
6.16% 
5.65% 
6.07% 
6.07% 
6.53% 
6.04% 
5.46% 
5.04% 
4.13% 
4.47% 

NA 

Utility 
Bonds 

Baa 
10.96% 
9.82% 
9.06% 
9.62% 
10.96% 
13.95% 
16.60% 
16.45% 
14.20% 
14.53% 
12.96% 
10.00% 
10.53% 
11 .OO% 
9.97% 
10.06% 
9.55% 
8.86% 
7.91 % 
8.63% 
8.29% 
8.16% 
7.95% 
7.26% 
7.88% 
8.36% 
8.02% 
8.02% 
6.84% 
6.40% 
5.93% 
6.32% 
6.33% 
7.25% 
7.06% 
5.96% 
5.57% 
4.86% 
4.98% 
4.77% 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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INTEREST RATES 

Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

2007 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2008 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2009 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2010 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

Prime 
- Rate 

8.25% 

8.25% 

8.25% 

8.25% 

8.25% 

8.25% 
8.25% 
8.25% 
7.75% 
7.50% 
7.50% 
7.25% 

6.00% 
6.00% 
5.25% 

5.00% 

5.00% 

5.00% 

4.00% 

5.00% 

5.00% 

5.00% 

4.00% 

3.25% 

3.25% 
3.25% 
3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 
3.25% 

3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 

3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 

4.96% 
5.02% 
4.97% 
4.88% 
4.77% 
4.63% 
4.84% 
4.34% 
4.01 % 
3.97% 
3.49% 
3.08% 

2.86% 
2.21 % 
1.38% 
1.32% 
1.71 % 
1.90% 

1.79% 
1.46% 
0.84% 
0.30% 
0.04% 

0.12% 
0.31 % 
0.25% 
0.17% 
0.15% 
0.17% 
0.19% 
0.18% 
0.13% 
0.08% 
0.05% 
0.07% 

1.72% 

0.06% 
0.10% 
0.15% 
0.15% 
0.16% 
0.12% 
0.16% 
0.1 5% 
0.1 5% 
0.13% 
0.13% 
0.15% 

US Treasury 
T Bonds 
10 Year 

4.76% 

4.56% 
4.69% 

5.10% 

4.67% 

4.72% 

4.75% 

5.00% 

4.52% 
4.53% 
4.15% 
4.10% 

3.74% 
3.74% 
3.51 % 
3.68% 
3.88% 
4.10% 
4.01 % 
3.89% 
3.69% 
3.81 yo 
3.53% 
2.42% 

2.52% 
2.87% 
2.82% 
2.93% 
3.29% 

3.56% 

3.40% 

3.40% 

3.72% 

3.59% 

3.39% 

3.59% 

3.73% 
3.69% 
3.73% 
3.85% 
3.42% 
3.20% 

2.70% 

2.54% 
2.76% 
3.29% 

3.01 yo 

2.65% 

Utility 
Bonds 
A3 

5.78% 
5.73% 
5.66% 
5.83% 
5.86% 
6.18% 
6.11% 

6.10% 
6.04% 
5.87% 

6.11% 

6.03% 

5.87% 
6.04% 

5.99% 
6.07% 
6.19% 

6.09% 
6.13% 
6.95% 
6.83% 
5.93% 

6.01 % 
6.11% 

6.20% 

6.13% 
5.63% 
5.33% 
5.15% 
5.23% 

5.52% 

5.99% 

6.13% 

6.14% 

6.23% 

5.33% 

5.55% 
5.69% 
5.64% 
5.62% 
5.29% 
5.22% 
4.99% 
4.75% 
4.74% 
4.89% 
5.12% 
5.32% 

Utility 
Bonds 
- A 

5.96% 

5.85% 
5.97% 
5.99% 
6.30% 
6.25% 
6.24% 
6.18% 
6.11% 
5.97% 
6.16% 

6.02% 

6.21 % 

6.27% 

6.40% 

6.49% 

7.60% 

5.90% 

6.21 yo 

6.29% 

6.38% 

6.37% 

7.56% 

6.54% 

6.39% 
6.30% 
6.42% 
6.48% 
6.49% 
6.20% 
5.97% 
5.71 ?'o 
5.53% 
5.55% 
5.64% 
5.79% 

5.77% 
5.87% 
5.84% 
5.81 % 
5.50% 
5.46% 
5.26% 
5.01 % 
5.01 % 
5.10% 
5.37% 
5.56% 

Utility 
Bonds 

6.16% 
6.10% 

6.24% 
6.23% 

6.49% 

6.45% 
6.36% 
6.27% 
6.51 % 

6.35% 
6.60% 

6.82% 

6.93% 
6.97% 
6.98% 

8.58% 

8.13% 

6.10% 

6.54% 

6.51 ?'o 

6.68% 

6.79% 

7.15% 

8.98% 

7.90% 
7.74% 
8.00% 

7.76% 
7.30% 
6.87% 
6.36% 

6.14% 
6.18% 
6.26% 

6.16% 

8.03% 

6.12% 

6.25% 
6.22% 
6.19% 
5.97% 
6.18% 
5.98% 
5.55% 
5.53% 
5.62% 
5.85% 
6.04% 
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INTEREST RATES 

Line 
- No 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 

201 1 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
A 4  
Sept 
Oct 
Nov 
Dec 
2012 
Jan 
Feb 
Mar 
APr 
May 
June 
July 

Sept 
Oct 
Nov 
Dec 
2013 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2014 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

Prime 
Rate 

3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 

3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 

3.25% 
3.25% 

3.25% 

3.25% 
3.25% 
3.25% 

3.25% 

3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

US Treasury 
T Bills 

3 Month 

0.15% 
0.14% 
0.11% 
0.06% 
0.04% 
0.04% 
0.03% 
0.05% 
0.02% 
0.02% 
0.01 % 
0.02% 

0.02% 
0.08% 
0.09% 
0.08% 
0.09% 
0.09% 
0.10% 
0.11% 
0.10% 
0.10% 
0.11% 
0.08% 

0.07% 
0.10% 
0.09% 
0.06% 
0.05% 
0.05% 
0.04% 
0.04% 
0.02% 
0.06% 
0.07% 
0.07% 

0.05% 
0.06% 
0.05% 
0.04% 

0.03% 
0.03% 
0.03% 
0.03% 
0.02% 
0.02% 
0.03% 

0.03% 

US Treasury 
T Bonds 
10 Year 

3.39% 
3.58% 
3.41% 
3.46% 
3.17% 

3.00% 
2.30% 
1.98% 
2.15% 
2.01% 
1.98% 

1.97% 

2.17% 

1.80% 
1.62% 
1.53% 
1.68% 
1.72% 
1.75% 
1.65% 
1.72% 

1.91% 
1.98% 
1.96% 
1.76% 
1.93% 
2.30% 
2.58% 
2.74% 

2.62% 

2.90% 

2.86% 
2.71 % 
2.72% 
2.71 % 

2.60% 

2.50% 

3.00% 

1.97% 

2.05% 

2.81 yo 

2.72% 

2.56% 

2.54% 

2.50% 
2.49% 
2.33% 
2.21 % 

Utility 
Bonds 
- Aa 

5.29% 
5.42% 
5.33% 
5.32% 
5.08% 
5.04% 
5.05% 
4.44% 

4.21 % 
3.92% 

4.24% 

4.00% 

4.03% 
4.02% 
4.16% 

3.92% 

3.58% 

4.1 0% 

3.79% 

3.65% 
3.69% 

3.60% 
3.75% 

3.68% 

3.90% 
3.95% 
3.90% 
3.74% 
3.91 % 
4.27% 
4.44% 
4.53% 
4.58% 
4.48% 
4.56% 
4.90% 

4.44% 
4.38% 
4.40% 
4.30% 

4.26% 
4.16% 
4.07% 

4.10% 
NA 
NA 

4.1 6% 

4.06% 

Utility 
Bonds 

A 

5.57% 
5.68% 
5.56% 
5.55% 
5.32% 
5.26% 
5.27% 
4.69% 
4.48% 

- 

4.52% 
4.25% 
4.33% 

4.34% 
4.36% 
4.48% 
4.40% 
4.20% 

3.93% 
4.00% 

3.91 % 
3.84% 
4.00% 

4.08% 

4.02% 

4.15% 
4.18% 
4.15% 
4.00% 
4.17% 
4.53% 
4.68% 
4.73% 
4.80% 
4.70% 
4.77% 
4.81 yo 

4.63% 
4.53% 
4.51 yo 
4.41 % 
4.26% 
4.29% 
4.23% 
4.13% 
4.23% 
4.13% 

NA 
NA 

Utility 
Bonds 
Baa 

6.06% 
6.10% 
5.97% 
5.98% 
5.74% 
5.67% 
5.70% 
5.22% 
5.11% 
5.24% 
4.93% 
5.07% 

5.06% 
5.02% 
5.13% 
5.11% 
4.97% 
4.91 % 
4.85% 
4.88% 
4.81% 
4.54% 
4.42% 
4.56% 

4.66% 
4.74% 
4.66% 
4.49% 
4.65% 
5.08% 
5.21 % 

5.31 % 
5.17% 
5.24% 

5.28% 

5.25% 

5.09% 
5.01% 
5.00% 
4.85% 

4.73% 
4.69% 

4.66% 
4.65% 

4.55% 
4.69% 
4.74% 

4.55% 

[ I ]  Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. SW-02361A-15-0206 et al. 

STOCK PRICE INDICATORS 

Schedule JAC - 6 
Page 6 of 8 

Line 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 1 
201 2 
201 3 
2014 

S&P 
Composite 

322.84 
334.59 
376.18 
41 5.74 
451.21 
460.42 
541.72 
670.50 
873.43 

1,085.50 
1,327.33 
1,427.22 
1 ,I 94.1 8 
993.94 
965.23 

1 ,I 30.65 
1,207.06 
1,310.67 
1,476.66 
1,220.89 
946.73 

1 ,I 39.31 
1,268.89 
1,379.56 
1,462.51 
1,930.67 

NASDAQ 
Composite 

491.69 
$599.26 
715.16 
751.65 
925.19 

1,164.96 
1,469.49 
1,794.91 
2,728.1 5 
2,783.67 
2,035.00 
1,539.73 
1,647.1 7 
1,986.53 
2,099.03 
2,265.1 7 
2,577.12 
2,162.46 
1,841.03 
2,347.70 
2,680.42 
2,965.77 
3,537.69 
4,374.31 

- DJlA 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1,190.34 
1 ,I 78.48 
1,328.23 
1,792.76 
2,275.99 
2,060.82 
2,508.9 1 
2,678.94 
2,929.33 
3,284.29 
3,522.06 
3,793.77 
4,493.76 
5,742.89 
7,441 .I 5 
8,625.52 
10,464.88 
10,734.90 
10,189.13 
9,226.43 
8,993.59 
10,317.39 
10,547.67 
11,408.67 
13,169.98 
11,252.61 
8,876.1 5 
10,662.80 
11,966.36 
12,967.08 
14,999.67 
16,773.99 

S&P 
DividendlPrice 

Ratio 
4.31 % 
3.77% 
4.62% 
5.28% 
5.47% 
5.26% 
5.20% 
5.81 % 
4.40% 
4.64% 
4.25% 
3.49% 
3.08% 
3.64% 
3.45% 
3.61 % 
3.24% 
2.99% 

2.82% 
2.56% 
2.19% 
1.77% 
1.49% 
1.25% 
1.15% 
1.32% 
1.61 % 
1.77% 
1.72% 
1.83% 

1.86% 
2.37% 
2.40% 
1.98% 
2.05% 
2.24% 
2.14% 

2.78% 

1.87% 

2.04% 

S&P 
EarningslPrice 
- Ratio 
9.15% 
8.90% 
10.79% 
12.03% 
13.46% 
12.66% 
11.96% 
11.60% 
8.03% 
10.02% 
8.1 2% 
6.09% 
5.48% 
8.01 % 
7.41 % 
6.47% 
4.79% 
4.22% 
4.46% 
5.83% 
6.09% 
5.24% 
4.57% 
3.46% 
3.17% 
3.63% 
2.95% 
2.92% 
3.84% 
4.89% 
5.36% 
5.78% 
5.29% 
3.54% 
1.86% 
6.04% 
6.77% 
6.20% 
5.57% 
5.25% 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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Line 
- No 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 

2004 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2012 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2014 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 5 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

SBP 
Composite 

1,133.29 
1 , I  22.87 
1 ,I 04.15 
1,162.07 

1,191.98 
1 ,I 81.65 
1,225.91 
1,262.07 

1,283.04 
1,281.77 
1,288.40 
1.389.48 

1,425.30 
1,496.43 
1,490.81 
1,494.09 

1,350.19 
1,371.65 
1,251.94 
909.80 

809.31 
892.23 
996.68 

1,088.70 

1,121.60 
1,135.25 
1,096.39 
1,204.00 

1,302.74 
1,319.04 
1,237.1 2 
1,225.65 

1,347.44 
1,350.39 
1,402.21 
1,418.21 

1,514.41 
1,609.77 
1,675.31 
1,770.45 

1,834.30 
1,900.37 
1,975.95 
2012.04 

2063.46 
2102.03 
2,026.14 

NIA 

STOCK PRICE INDICATORS 

NASDAQ 
Composite 

2,041.95 
1,984.13 
1,872.90 
2,050.22 

2,056.01 
2,012.24 
2,144.61 
2,246.09 

2,287.97 
2,240.46 
2,141.97 
2,390.26 

2,444.85 
2,552.37 
2,609.68 
2,701.59 

2,332.91 
2,426.26 
2,290.87 
1,599.64 

1,485.14 
1,731.41 
1,985.25 
2,162.33 

2,274.88 
2,343.40 
2,237.97 
2,534.62 

2,741.01 
2,766.64 
2,613.11 
2,600.91 

2,902.90 
2,928.62 
3,029.86 
3,001.69 

3,177.10 
3,369.49 
3,643.63 
3,960.54 

4,210.05 
4,195.81 
4,483.51 
4607.88 

4821.99 
5017.47 
4,921.81 

NIA 

DJlA 

10,488.43 
10,289.04 
10,129.85 
10,362.25 

10,648.48 
10,382.35 
10,532.24 
10,827.79 

10,996.04 
11,188.84 
11,274.49 
12,175.30 

12,470.97 
13,214.26 
13,488.43 
13,502.95 

12,383.86 
12,508.59 
11,322.40 
8,795.61 

7,774.06 
8,327.83 
9,229.93 
10,172.78 

10,454.42 
10,570.54 
10,390.24 
11,236.02 

12,024.62 
12,370.73 
11,671.47 
11,798.65 

12,839.80 
12,765.58 
13,118.72 
13,142.91 

14,000.30 
14,961.28 
15,255.25 
15,751.96 

16,170.26 
16,60350 
16,953.85 
17368.36 

17806.47 
18007.48 
17,065.52 

NIA 

SBP 
DividendslPrice 
- Ratio 

1.64% 
1.71 % 
1.79% 
1.75% 

1.77% 
1.85% 
1.83% 
1.86% 

1.85% 
1.90% 
1.91% 
1.81% 

1.84% 
1.82% 
1.86% 
1.91% 

2.11% 
2.10% 
2.29% 
2.98% 

3.00% 
2.45% 
2.16% 
1.99% 

1.94% 
1.97% 
2.09% 
1.95% 

1.85% 
1.97% 
2.15% 
2.25% 

2.12% 
2.30% 
2.27% 
2.28% 

2.21% 
2.15% 
2.14% 
2.06% 

2.04% 
2.06% 
2.02% 
2.03% 

2.02% 
2.05% 
2.16% 

NIA 

SBP 
EarningslPrice 
- Ratio 

4.62% 
4.92% 
5.18% 
4.83% 

5.11% 
5.32% 
5.42% 
5.60% 

5.61% 
5.86% 
5.88% 
5.75% 

5.85% 
5.65% 
5.15% 
4.51% 

4.55% 
4.05% 
3.94% 
1.65% 

0.86% 
0.82% 
1.19% 
4.57% 

5.21% 
6.51% 
6.30% 
6.15% 

6.13% 
6.35% 
7.69% 
6.91% 

6.29% 
6.45% 
6.00% 
6.07% 

5.59% 
5.66% 
5.65% 
5.42% 

5.39% 
5.26% 
5.38% 
4.97% 

4.80% 
4.60% 

NIA 
NIA 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. SW-02361A-15-0206 et al. 

Schedule JAC - 6 
Page 8 of 8 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

PROXY GROUP EQUITY RATIOS 

Company 2009 201 0 201 1 

American States Water Co. 54.1% 55.7% 54.6% 

American Water Works Co., Inc 43.1% 43.2% 44.2% 

Aqua America, Inc. 44.4% 43.4% 47.3% 

Artesian Rtesources Corp. 46.2% 47.5% 51.5% 

California Water Service Group 52.9% 47.6% 48.3% 

Connecticut Water Service, Inc. 49.1 yo 50.2% 46.5% 

Middlesex Water 52.1% 55.8% 56.6% 

SJW Corporation 50.6% 46.3% 43.4% 

York Water Company 54.3% 51.7% 52.9% 

2012 

57.8% 

46.1% 

47.3% 

52.7% 

52.2% 

50.8% 

57.4% 

45.0% 

54.0% 

201 3 

60.2% 

47.6% 

51.1% 

53.6% 

58.4% 

52.9% 

58.7% 

48.9% 

54.9% 

2014 

60.9% 

47.4% 

51.5% 

54.5% 

59.9% 

54.1% 

58.8% 

48.4% 

55.2% 

Average 49.6% 49.0% 49.5% 51.5% 54.0% 54.5% 

Source: Value Line October 16, 201 5 
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Attachment 1 

John A. Cassidy 

EDUCATION 

Arizona State University -- Master of Business Administration-Finance 

University of Arizona -- Master of Library Science 

Arizona State University -- B.A. History, Latin American Studies 

(May 1987) 

(August 1980) 

(May 1976) 

REGULATORY EXPERIENCE 

Public Utilities Analyst V - Residential Utility Consumer Office (RUCO), Phoenix, AZ (July 201 5-Present) 

Public Utilities Analyst Ill -- Arizona Corporation Commission, Phoenix, AZ (March 2013-July 2015) 

Public Utilities Analyst I I  -- Arizona Corporation Commission, Phoenix, AZ (May 201 2-March 201 3) 

Public Utility Consultant -- Arizona Corporation Commission, Phoenix, AZ (Jan. 201 2-May 201 2) 

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2009-201 0) 

0 Assisted in the preparation of testimony filed by the Residential Utility Consumer Office (RUCO) 
in the Litchfield Park WMlW rate case (Docket No. SW-01428A-09-0103, et al) 

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2007-2008) 

0 Filed formal cost of capital testimony/schedules on behalf of intervener, Anthem Town Council, 
and testified at evidentiary hearing in the Arizona-American Water Co., Anthem Water and 
Anthem/Agua Fria WW rate case (Docket No. WS-01303A-06-0403) 

Utilities Auditor I I  -- Arizona Corporation Commission, Phoenix, AZ (Aug. 1993-Nov. 1997) 

PROFESSIONAL DEVELOPMENT 

Annual Regulatory Studies Program (“Camp NARUC”), Institute of Public Utilities, Michigan State 

Society of Utility and Regulatory Financial Analysts (SURFA), Indianapolis, IN (April 17-1 9, 201 3) 

NARUC Utility Rate School, San Diego, CA (May 13-1 7, 201 3) 

CRRA Certification - Preparing to sit for the Certified Rate of Return Analyst (CRRA) exam. 

University, East Lansing, MI (August 4-1 5, 201 4) 

HONORS 

CPA Candidate - Passed the CPA exam (1 997), but opted not to pursue certification 

Beta Gamma Sigma - National Honor Society in Business Administration 



Rate Dockets Testified - Cost of Capital: 

Quail Creek Water Company 

EPCOR Water Arizona 

Utility Source, L.L.C. 

Verde Santa Fe Wastewater Company 

Chaparral City Water Company 

Payson Water Company 

Lago Del Oro Water Company 

Las Quintas Serenas Water Company 

Litchfield Park Service Company 

Adaman Mutual Water Company 

Global Water Utilities 

New River Utility Company 

Arizona Water Company 

Far West Water & Sewer, Inc. 

Cordes Lakes Water Company 

Rio Rico Utilities, Inc. 

Ray Water Company 

Vail Water Company 

Valley Water Company 

Arizona Water Company 

Pima Utility Company 

(Docket No. W-02514A-14-0343) 

(Docket No. WS-01303A-14-0010) 

(Docket No. WS-04235A-13-0331) 

(Docket No. SW-03437A-13-0292) 

(Docket No. W-02113A-13-0118) 

(Docket No. W-03514A-13-0111) 

(Docket No. W-01944A-13-0215) 

(Docket No. W-01583A-13-0117) 

(Docket No. SW-01428A-13-0042,et al.) 

(Docket No. W-01997A-12-0501) 

(Docket No. W-01212A-12-0309, et al.) 

(Docket No. W-01737A-12-0478) 

(Docket No. W-01445A-12-0348) 

(Docket No. WS-03478A-12-0307) 

(Docket No. W-02060A-12-0356) 

(Docket No. WS-02676A-12-0196) 

(Docket No. W-01380A-12-0254) 

(Docket No. W-01651 B-12-0339) 

(Docket No. W-01412A-12-0195) 

(Docket No. W-01445A-11-0310) 

(Docket No. W-02199A-11-0329, et al.) 

Rate Dockets Testified - Revenue ReuuiremenVRate Desiun: 

Quail Creek Water Company 

Beaver Dam Water Company 

Eden Water Company 

Great Prairie Oasis, dba Sunland Water Co. 

(Docket No. W-02514A-14-0343) 

(Docket No. W-03067A-12-0232) 

(Docket No. W-02068A-11-0471) 

(Docket No. W-04015A-12-0051) 



Financina Dockets - Responsible for ACC Staff Report: 

Arizona Public Service Company 

Tucson Electric Power Company 

Chaparral City Water Company 

Payson Water Company 

Lago Del Oro Water Company 

Duncan Valley Electric Cooperative, Inc. 

Sulphur Springs Valley Electric Cooperative, Inc. 

Trico Electric Cooperative, Inc. 

Great Prairie Oasis, dba Sunland Water Co. 

Columbus Electric Cooperative, Inc. 

Pima Utility Company 

(Docket No. E-01 345A-11-0423) 

(Docket No. E-01 933A-12-0176) 

(Docket No. W-02113A-13-0047) 

(Docket No. W-03514A-13-0142) 

(Docket No. W-01944A-13-0242) 

(Docket No. E-01 703A-13-0272) 

(Docket No. E-01 575A-12-0457) 

(Docket No. E-01 461 A-I 2-0056) 

(Docket No. W-04015A-12-0050) 

(Docket No. E-01 851A-11-0415) 

(Docket No. W-02199A-11-0403, et al.) 



ATTACHMENT 2 



.60 .64 .67 .67 .39 .53 .66 .67 .E1 .78 .81 1.11 1.12 1.41 1.61 1.57 1.60 1.70 Earnings persh A 2,15 

.43 .43 .43 .44 .44 .44 .45 .46 .48 .50 5 1  52  5 5  .64 .76 .83 .87 .92 Div'd Decl'd persh 6. 1.15 
2.15 1.51 1.59 1.34 1.88 2.51 2.12 1.95 1.45 2.23 2.09 2.12 2.13 1.77 2.52 1.89 2.10 2.15Cap'lSpendingpersh 2.20 
5.91 6.37 6.61 7.02 6.98 7.51 7.86 8.32 8.77 8.97 9.70 10.13 10.84 11.80 12.72 13.24 12.70 13.20 BookValuepersh 14.85 

26.87 30.24 30.24 30.36 30.42 33.50 33.60 34.10 34.46 34.60 37.06 37.26 37.70 38.53 38.72 38.29 36.90 36.50 Common ShsOutst'g 37.00 
17.1 15.9 16.7 18.3 31.9 23.2 21.9 27.7 24.0 22.6 21.2 15.7 15.4 14.3 17.2 20.1 Bold figures are Avg Ann'l PIE Ratio 20.5 
.97 1.03 36 1.00 1.82 1.23 1.17 1.50 1.27 1.36 1.41 1.00 .97 .91 .97 1.06 V a l u e h e  RelativePE Ratio 1.30 

4.2% 4.2% 3.9% 3.6% 3.5% 3.6% 3.1% 2.5% 2.5% 2.9% 2.9% 3.0% 3.2% 3.1% 2.7% 2.6% Avg Ann'l Div'd Yield 2,7% 

CAPITAL STRUCTURE as of 6130115 236.2 268.6 301.4 318.7 361.0 398.9 419.3 466.9 472.1 465.8 450 450 Revenues($mill) 550 
Total Debt $325.9 mill. Due in 5Yrs $41.6 mill. 22.5 23.1 28.0 26.8 29.5 41.4 42.0 54.1 62.7 61.1 60.0 62.5 Net Profit $mill 80.0 
LT Debt$325.6 milL LTlnterest$22.0 milL 38.0% 

(41% of Cap'l) - -  12.2% 8.5% 6.9% 3.2% 5.8% 2.0% 2.5% 2.5% 5% 5% 1.0% AFUDC% to Net Profit 1.0% 
Leases, Uncapitalized: Annual rentals $0.4 mill, 50.4% 48.6% 46.9% 46.2% 45.9% 44.3% 45.4% 42.2% 39.8% 39.1% 41.0% 42.0% LongTerm Debt Ratio 42.0% 
Pension Assets-12/14 $140.6 mill. 49.6% 51.4% 53.1% 53.8% 54.1% 55.7% 54.6% 57.8% 60.2% 60.9% 59.0% 58.0% Common Equity Ratio 58.0% 

Oblig. $185.2 mill. 532.5 551.6 569.4 577.0 665.0 677.4 749.1 787.0 818.4 832.6 800 830 Total Capital ($mill) 950 
Pfd Stock None. 713.2 750.6 776.4 825.3 866.4 855.0 896.5 917.8 981.5 1003.5 1050 I100 NetPlant($mill) 1250 

5.4% 6.0% 6.7% 6.4% 5.9% 7.6% 7.1% 8.3% 8.9% 8.6% 9.0% 9.0% Return on TotalCap'l 9.5% Common Stock 37,240,678 shs. 
as of 813115 8.5% 8.1% 9.3% 8.6% 8.2% 11.0% 10.3% 11.9% 12.7% 12.0% 12.5% 13.0% ReturnonShr.Equity 14.5% 

8.5% 8.1% 9.3% 8.6% 8.2% 11.0% 10.3% 11.9% 12.7% 12.0% 12.5% 13.0% ReturnonComEquity 14.5% 
MARKET CAP: $1.5 billion (Mid Cap) 2.8% 2.7% 3.9% 3.1% 3.2% 5.8% 5.3% 6.6% 6.8% 5.7% 6.0% 5.5% Retained to Corn Eq 6.5% 
CURRENT POSITION 2013 2014 6130115 67% 67% 58% 64% 61% 47% 49% 45% 47% 53% 54% 54% All Div'dstoNetProf 53% 

($MILL.) -- 
Cash Assets BUSINESS: American States Water Co. operates as a holding the city of Big Bear Lake and in areas of San Bemardino County. 
Accts Receivable 23.8 18.8 19.2 company. Through its principal subsidiary, Golden States Water Sold Chaparral City Water of Arizona (6111). Has 707 employees. 
Other Company, it supplies water to 258,191 customers in 75 com- Blackrock, Inc., owns 9.8% of out. shares: Vanguard, 8.5%; off. & 

munities and 10 counties. Service areas include the greater dir. 1.5%. (4/15 Proxy). Chairman: Lloyd Ross. President & CEO: Current Assets 
metropolitan areas of Los Angeles and Orange Counties. The corn- Robert J. Sprowls. Inc: CA. Addr: 630 East Foothill Boulevard, San Accts Payable 

Debt Due 
Other 
Current Liab. 99.3 95.2 American States Water's main subsidi- $1.60 a share in 2015, the second-straight 
ANNUAL RATES Past Past Est'd '12-'14 ary operates in drought-stricken Cali- year of flattish bottom-line growth. Income 
ofchange(persh) 10Yn. 5yrS. to'18-'20 fornia. Golden State Water is responsible gains are being restrained because the 
Revenues 
,,Cash Flow9s utility is already earning close to the rate 
Earnings 11.0% 14.0% 6.0% ness activity. Due to the lack of potable established by the CPUC. Next year, earn- 
Dividends 5.5% 8.5% 7.5% water, state regulators implemented ings should improve due to rate relief and 

he1 from nonregulated activities (see be- Book Value 

Gal- QUARTERLY REVENUES ($ mill.) FUII consumption by 25%. lowp. In sum, we expect share net to in- 
endar Mar.31 Jun.30 SeP.30 Dec.31 Year The sharp drop in the demand for crease $0.10, to $1.70, a solid 6% gain. 
2012 107.6 114.3 133.5 111.5 466.9 water should not have a material im- Nonregulated activities are doing 
2013 110.6 120.7 130.9 109.9 472.1 pact on the company. In a prescient well. The company's ASUS segment pro- 
2014 102.0 115.6 138.3 109.9 465.8 move, the California Public Utility Com- vides water services to military installa- 
2015 100.9 114.6 129.5 105 450 mission (CPUC) got out in front of a poten- tions. For the first half of the year, ASUS 
2016 95d 135 450 tial problem by changing the methodology was responsible for 15% of the company's 
Cal- EARNINGSPERSHAREA FUII water utilities use to calculate income. In net income. With more privatization ex- 

endar Mar.31 Juri. 30 SeP. 30 Dec. 31 Year the past, profits were mostly determined pected in the future, increased contribu- 
2012 .27 .40 .49 .26 1.41 by the amount of water sold. In the recent tions from this sector are likely. 
2013 3 5  .43 .53 .30 1.61 past, utilities' compensation was changed Short-term investors may like these 
2014 .28 3 9  5 4  .36 1.57 to be more like a service fee. As a result, shares. The stock has turned in an  excel- 
2015 32 .41 .% .32 water companies are joining with the lent performance since our July report, as 
2016 .3' .46 CPUC to aggressively pursue conserva- its value rose 6.5%, compared to the S&P 
Cal- QUARTERLYDlvlDENDSPAlD'. Full tion. If the old system had remained in 500's 4.9% decline. Our ranking system 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year place, Golden State would probably be fi- believes this good run will continue as it 
2011 . I3  . I4 . I4  . I4  .55 nancially strapped and unable to both pro- has pegged the stock to outperform the 
2012 .I4 . I4  ,1775 ,1775 .64 vide adequate service to its customers market averages in the year ahead. The 
2013 .I775 ,1775 ,2025 ,2025 .76 while replacing an aging infrastructure. equity's recent rally has left AWR with 
2014 ,2025 ,2025 ,213 ,213 .83 The near-term profit outlook is mixed. subpar long-term prospects, however. 
2015 ,213 ,213 ,224 We only expect American States to earn James A. Flood October 16, 201 5 

47.0% 40.5% 42.6% 37.8% 38.9% 43.2% 41.7% 39.9% 36.3% 38.4% 38.0% 38.0% lncomeTa(xRatl 

38.2 76.0 43.9 

;:;:E :A::: I:::: 
49.8 41.9 42.: 

44.8 57.1 5216 pany also provides electric utility services to 23,716 customers in Dimas, CA 91773. Tel: 909-394-3600. Internet: www.aswater.com. 

--- 
6.3 .3 
--- 

E;:; z;:g 
6.0% 6.5% 3.0% 

for almost 85% of the company's total busi- 

measures in June aimed at reducing water 

I I I I 

(146); ' I O ,  (236) '11, 106. Next earnings report June, September, and December. Div'd rein- Price Growth Persistence 70 
due mid-November. Quarterly earnings may vestment plan available. Earnings Predictability 85 
0 2015 Value Line Inc. All ri hls reserved. Factual material is obtained from sources believed to be reliable and is provided whhout warranties of any kind. 
THE PUBLISHER IS'NOT RESP&SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own. non-commercial.,internal,use. No part 
of it may be reproduced, resold, stored or transmnted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publicatlon. sewice or product. 

~- 
(A) Primary earnings. Excludes nonrecurring not add due to rounding. (C) In millions, adjusted for splits. Company's Financial Strength A 
gains/(losses): '04, 76; '05, 136; '06, 3$: '08, (8)  Dividends historically paid in early March, Stock's Price Stability 85 

http://www.aswater.com


TIMELINESS 2 towered 7110115 

SAFETY 3 New7125108 

BETA .70 (1.W= Markec) 

TECHNICAL 4 t o w e r e d 1 0 ~ 5  

2018-20 PROJETIONS 
Ann'l Total 

Price Gain Return 
High 80 (+45% 11% 
Low 50 ( - IO%] Nil 
Insider Decis ions 

N D J F M A M J J  
IOBUy 0 0 0 0 0 0 0 0 0  
options 3 0 0 2 5 0 2 0 0  
losell 3 0 0 2 5 0 4 0 0  
Institutional Decis ions E 

_ _  _ _  _ _  _ _  _ _  _ -  

CAPITAL STRUCTURE as of 6/31 
Total Debt $6316.1 mil. Due in 5 
LT Debt $5433.2 mil. LT lntere 

(52% of ( 

I 

Percent 21 - 
shares 14-  
traded 7 - 

2003 2004 

_ _  
_ _  _ _  

15 
's $1294.5 mil. 
$298.0 mil. 
P'l) 

Leases, Uncapitalized: Annual rentals $14.0 mill. 
Pension Assets 12/14 $1428.2 mill 

Pfd Stock $14.3 mill. 

Common Stock 180,256,635 shs. 
as of 713012015 

Oblig. $1746.5 mill. 
Pfd Div'd $5 mill 

MARKET CAP: $10.0 billion (Large Cap) 
CURRENT POSITION 2013 2014 6130115 

Cash Assets 27.0 23.1 144.8 
Accts Receivable 267.1 281.2 

523.3 638.3 464.1 Other 
Current Assets 550.3 661.4 890.1 
Accts Payable 264.1 285.8 283.6 
Debt Due 644.5 511.1 882.9 

326.9 444.1 345.7 Other 
Current Liab. 1235.5 1241.0 1512.2 
ANNUAL RATES Past Past Est'd '12-'I4 
of change (per sh) 10 Yrs. 5 Yrs. to '18-'20 
Revenues _ _  3.0% 4.5% 
"Cash Flow" _ _  20.5% 6.5% 
Earnings _ _  NMF 7.0% 
Dividends - -  21.5% 8.5% 
Book Value _ _  5% 5.5% 

($MILL.) 

--- 

--- 

Cal- 
endar 
2012 
2013 
2014 
2015 
2016 
Cal- 

endar 
2012 
2013 
2014 
2015 
2016 
Cal- 

endar 
2011 
2012 
2013 
2014 
2015 

A) Dill 
xses: 

- 

- 
- 

- 

- 

QUARTERLY REVENUES ($ mill.) 
War.31 Jun. 30 Sep. 30 Dee. 31 

618.5 745.6 831.8 681.C 
636.1 724.3 829.2 712.: 
679.0 754.8 846.1 731.4 
698.1 782.1 884.8 755 
735 830 920 815 

EARNINGS PER SHARE A 
Mar.31 Jun. 30 Sep. 30 Dec. 31 

.28 .66 .87 .30 

.32 .57 .84 .33 

.39 .62 .86 .52 

.44 .68 .95 -53 

.48 .72 1.03 .57 
QUARTERLY DIVIDENDS PAID 

Mar.31 Jun.30 Sep.30 Dec.31 
.22 
.23 

.28 

.31 

_ _  
.23 
.23 
.28 
.31 
.34 

.23 

.25 

.28 

.31 

.?4 

.23 
.50 
.28 
.31 

d earnings. Excludes nonrecurr 
3, $4.62; '09, $2.63; '11, $0.07. E 
operations: '06, ($0.04); '11, $0. 
0); '13,($0.01). GAAP used as 

Full 
Year 
2876.! 
2901 .! 
3011.: 
3120 

Full 
Year 
2.11 
2.06 
2.39 
2.60 
2.80 
Full 
Year 

.91 
1.21 
.84 

1.21 

- 

3300 

- 

- 

- 

terr 

48 
40 
32 
24 

16 
/ 

/ ..,.. I I  
%TOT. RETURN 9/15 

THIS VLARmL. 
-9- C.... ._.. . .  

I.--- 1 '-I ' 

- -  ,135 d.47 2.87 2.89 3.56 3.73 4.27 4.36 4.75 5.00 5.25 "Cash Flow" persh 6.50 
- -  d.97 d2.14 1.10 1.25 1.53 1.72 2.11 2.06 2.39 2.60 2.80 Earningspersh A 3.25 _ _  _ _  - -  .40 .82 .86 .90 1.21 .84 1.21 1.33 1.45 Div'dDecl'dpersh 6. 1.75 
- -  4.31 4.74 6.31 4.50 4.38 5.27 5.25 5.50 5.33 5.50 6.50 CaD'I SDendina Der sh 6.50 
- -  23.86 28.39 25.64 22.91 23.59 24.11 25.11 26.52 27.39 28.95 30.65 BookValuepeiih 36.75 
- -  160.00 160.00 160.00 174.63 175.00 175.66 176.99 178.25 179.46 181.50 183.50 CommonShsOutst'g 185.00 
_ _  _ _  - -  18.9 15.6 14.6 16.8 16.7 19.9 20.0 Eoldfiauresare Avo Ann'lPIERatio 20.0 
- - I  - - I  - - I  1141 1.041 ,931 1.051 1.061 1.121 1051 ValuLlLfne IReiativePERatio I 1.25 _ _  - -  I 1.9% I 4.2% I 3.8% I 3.1% I 3.4% 1 2.0% I 2.5% I 
- -  I 2093.1 1 2214.2 I 2336.9 I 2440.7 I 2710.7 I 2666.2 12876.9 I 2901.9 I 3011.3 I 

_ _  1 estiy I Avg Ann'l Div'd Yield I 2.7% 
I 4000 3120 I 3300 IRevenues($mill) 

BUSINESS: American Water Works Company, Inc. is the largest 
investor-owned water and wastewater utility in the U.S., providing 
services to over 15 million people in over 47 states and Canada. 
(Regulated presence in 16 states.) Nonregulated business assists 
municipalities and military bases with the maintenance and upkeep 
as well. Regulated operations made up 88.8% of 2014 revenues. 

The stock of American Water Works 
Company has been on a roll. Since our 
last report three months ago, shares of 
AWK have increased 8.9% in value. That 
the S&P 500 declined 4.9% during the 
same period makes the equity's showing 
all the more impressive. 
The utility should continue to benefit 
from its size. America's water industry is 
incredibly fragmented. Exclude the small 
districts and there are still more than 
50,000 operating authorities in existence. 
Because large sums are needed to modern- 
ize the long-neglected water infrastruc- 
ture, small entities are selling themselves 
to concerns that have the financial 
wherewithal to make the necessary 
repairs. Since there are many redundan- 
cies in this business, the company is able 
to modernize the assets of its acquisitions 
while also cutting costs. 
Earning prospects remain bright. We 
expect the company's share net to increase 
a healthy 9% this year, to $2.60. The good 
news should continue into 2016, as an  8% 
rise in per-share earnings is likely. Amer- 
ican Water is atypical in that it has been 
able to sustain a strong income growth 

New Jersey is its largest market accounting for 22.7% of regulated 
revenues. Has roughly 6,400 employees. BlackRock, Inc., owns 
10.0% of outstanding shares; Vanguard, 6.3%; officers & directors, 
less than 1.0%. (3115 Proxy). Pres. & CEO: Susan Story. Chair- 
man: George Mackenzie. Addr.: 1025 Laurel Oak Road, Voorhees, 
NJ 08043. Tel.: 856-346-8200. Internet: www.amwater.com. 

rate even though it is a regulated entity. 
The top line is aided by purchasing other 
water districts, while the bottom line bene- 
fits from managements focus on cost con- 
trols. Indeed, operating expenses as a per- 
centage of revenues have been declining 
for some time. For the 12-month period 
ending June 30th, the ratio was 35.9%, 
compared to 37.7% over the similar time 
from one year ago. 
Construction expenditures are set to 
increase. Over the past five years, Amer- 
ican Water has spent almost $1 billion an- 
nually to modernize its water systems. 
Management expects this amount to jump 
20% and average $1.2 billion per annum 
through late decade. Internally generated 
funds should finance most of the capital 
outlays, but a fair amount of additional 
long-term debt will also be required. Still, 
the company's balance should remain rela- 
tively average for the foreseeable future. 
These shares are timely. So,  momentum 
investors seeking a low-volatility stock 
with a decent yield may find AWK of inter- 
est. Longer-term accounts should probably 
look elsewhere. 
James A. Flood October 16, 201 5 

Next earnings report due early Nov. available. Two payments made in 4th quarter Company's Financial Strength B+ 
?rly earnings may not sum due to round- of 2012. (C) In millions. (D) Includes in- Stock's Price Stability 100 
3) Dividends paid in March, June, Sep- tangibles. In 2014: $1.21 billion, $6.73/share. 85 
r. and December. Div. reinvestment (E) Pro forma numbers for '06 & '07. Earninas Predictabilitv 30 

Price Growth Persistence 
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.22 I .23 I .24 I .26 I .28 1 .2E 

.72 I .93 I .87 I .96 1 1.06 I 1.22 
2.74 3.08 3.32 3.49 4.27 4.71 

133.50 139.78 142.47 141.49 154.31 158.97 
21.2 18.2 23.6 23.6 24.5 25.1 
1.21 1.18 1.21 1.29 1.40 1.32 

3.0% 3.3% 2.5% 2.5% 2.5% 2.3% 
CAPITAL STRUCTURE as of 6130115 
Total Debt $1735.3 mill. Due in 5 Yrs $437.0 mill. 
LT Debt $1660.5 mill. LT Interest $70.0 mill. 

(49% of Cap'l) 

Pension Assets-12/14 232.4 mill. 

Pfd Stock None 
Common Stock 176,805,350 shares 
as of 7/24/15 

MARKET CAP: $4.7 billion (Mid Cap) 

Oblig. $281.2 mill. 

CURRENT POSITION 2013 2014 6130115 

Cash Assets 5.1 4.1 4.6 
Receivables 95.4 97.0 109.5 
Inventory (AvgCst) 11.4 12.8 13.6 

59.8 38.6 47.7 Other 
Current Assets 171.7 152.5 175.4 

(WILL.) 

--- 
Accts Payable 65.8 60.0 47.5 

78.1 95.3 81.1 Other 
Current Liab. 266.9 225.3 203.4 

Debt Due 123.0 70.0 74.8 --- 
ANNUAL RATES Past Past Est'd '12-'I4 
of change (per sh) 10 Yrs. 5 Yrs. to '18-'20 
Revenues 5.5% 3.0% 4.5% 
"Cash Flow" 8.0% 8.0% 6.5% 
Earnings 8.5% 13.0% 7.5% 
Dividends 7.5% 7.0% 9.5% 
Book Value 7.5% 6.5% 5.5% 

endar I Mar.31 Jun.30 Sep.30. Dec.31 I Year 
2012 1164.0 191.7 214.6 187.5 I 757.8 
2013 180.0 195.7 204.3 188.6 768.6 
2014 182.7 195.3 210.5 191.4 779.9 
2015 190.3 205.8 220 193.9 810 
2016 192 208 225 200 825 
Gal- EARNINGS PERSHARE" Full 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2012 . I5  24 29 .I9 .87 
2013 26 .30 .36 24 1.16 
2014 24 .31 .38 2 7  1.20 
2015 27 .32 .39 2 7  1.25 
2016 2 8  .34 .42 .31 1.35 
Gal- QUARTERLY DIVIDENDS PAID 1 FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 ,124 ,124 ,124 ,132 .50 
2012 ,132 ,132 ,132 . I4 .54 
2013 .I4 . I4 ,152 ,152 .58 
2014 .I52 ,152 ,165 ,165 .63 
2015 ,165 ,165 ,178 

24 
20 
16 
12 

I I I I I I i I I I I I I I .. 

BUSINESS: Aqua America, Inc. is the holding company for water 17%; industrial & other, 15%. Officers and directors own .8% of the 
and wastewater utilities that serve approximately three million resi- common stock; Vangurad Group, 7.1%; Blackrock, Inc, 6.7%; State 
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Street Capital C o p ,  5.7% (3115 Proxy). Chairman: Nicholas 
Jersey, Florida, Indiana. and five other states. Has 1,617 employ- DeBenedictis. CEO: Christopher Franklin. Incorporated: Pennsylva- 
ees. Acquired Aquasource, 7103; Consumers Water, 4199; and nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylva- 
others. Water supply revenues '14: residential, 68%; commercial, nia 19010. Tel.: 610-525-1400. Internet: www.aquaamerica.com. 

Aqua America raised its dividend a 
hefty 8% in the last quarter. We had 
anticipated a 7% increase, but the latest 
hike further enhances the stocks reputa- 
tion for having much better-than-average 
dividend growth prospects. Over the next 
three- to five-year period, we expect the 
rate to average a generous 9.0%. 
Earnings will probably be flat for the 
remainder of this year, than pick up 
in 2016. Aqua's bottom line benefited from 
a one-time $0.11 a-share-gain in 2014, 
making the 2015 profit figure seem less fa- 
vorable by comparison. Still, we think the 
company's share net will rise a decent 4%, 
to $1.25. Next year, due to a combination 
of rate relief, cost saving from acquisitions 
(see below), and the ability to earn returns 
on capital expenditures without much reg- 
ulatory lag, earnings per share may well 
climb a healthy 8%. to $1.35. 
Aqua should continue to be very ac- 
tive in the M&A markets. As we have 
pointed out before, the domestic water 
market is fragmented among over 50,000 
major-to-mid-sized water districts. With 
the nation's long-neglected water infra- 
structure in desperate need of moderniza- 

tion, large amounts of capital will be re- 
quired to pay for the repairs. Since many 
small municipally run water authorities 
are in a financial bind, it makes sense for 
them to be purchased by a larger water 
company. Because there is a tremendous 
amount of redundancies in the water in- 
dustry, companies such as Aqua are able 
to absorb smaller concerns and substan- 
tially reduce overhead. This strategy 
should help fuel profit growth for the 
foreseeable future. 
Long-term, conservative, income- 
oriented investors should take note of 
this stock. Though only ranked to per- 
form in-line with the broader market aver- 
ages in the coming year, WTR has many 
attractive attributes. For starters, the 
stock's yield is 2.7%, which is close to the 
industry average. This is unusual, as utili- 
ties with good dividend growth prospects 
often carry a much lower yield than a typi- 
cal member of the group. Moreover, the 
stock has an A Financial Strength rating, 
and scores extreme1 high for both Earn- 
ings Predictability JOO), and Stock Price 
Stability (95). 
James A. Flood October 16, 201 5 

!arnings report due mid-November. I (C) In millions, adiusted for stock splits. I Companv's Financial Strength A !A) Diluted egs. Excl. nonrec. gains (losses): Ne) 
99, (96); '00, 2$; '01, 2$; '02, 4$; '03, 3$; '12, (B) 
186. Excl. gain from disc. operations: '12, 7$; June, Sept. & Dec. 
'13, 96; '14, I l $ .  May not sum due to rounding. available (5% discount). 
0 2015 Value Line, Inc. All rights reSeNed. Factual material is obtained from sources believed to be reliable and is provided without warranties of an kind 
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This ublication is strictly for subscriber's own, non-commercial, internal,use. k o  pari 
of it may be reproduced. resold. stored or transmitted in any pnnted. electronic or other form, M useifor generating or marketing any prlnted or electronic publication, service or product. 

vidends historically paid in early March, 
Div'd. reinvestment plan 

Stock's Price Stabilit 



TRAILING RELATIVE 

20.67 19.31 18.73 19.59 19.99 24.43 24.27 23.82 25.90 Higt 
18.26 13.00 12.81 16.43 15.16 18.20 21.52 19.85 20.00 Low 

ARTESIAN RES, CORP, NDQ-ARTNA 
RANKS 

PERFORMANCE 

Technical 

SAFETY 

BETA .55 (1.00 =Market) ' 

I 

----18 

. 3-for-2 split 7/06 iww- 13 

LEGENDS 

. . . . Re1 Price Strength 

Shaded area indicates recession 
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Above 
Average 
Above 
Average 

Average 

3 0 0 K  VALUE PER SH 
:OMMON SHS OUTST'G (MILL) 
WG ANN'L PIE RATIO 

11.66 11.86 12.15 12.44 13.12 13.57 13.80 14.09 -- 
7.30 7.40 7.51 7.65 8.61 8.71 8.83 8.91 -- 
21.5 20.1 16.4 18.2 22.5 18.3 23.9 20.5 21.2 19.4JNA 

..*.... .... 
2 

* e..... 

)rice Stability 95 

)rice Growth Persistence 30 I 

ELATNE PIE RATIO 
iVG ANN'L DIV'D YIELD 
SALES ($MILL) 
IPERATING MARGIN 
IEPRECIATION ($MILL) 
JET PROFIT ($MILL) 
NCOME TAX RATE 
JET PROFIT MARGIN 
VORKING CAP'L ($MILL) 
.ONG-TERM DEBT ($MILL) 
IHR. EQUITY ($MILL) 
{ETURN ON TOTAL CAP'L 
ETURN ON SHR. EQUITY 
SETAINED TO COM EQ 
\LL DIWDS TO NET PROF 

Iarnings Predictability 80 

1.14 1.21 1.09 1.16 1.41 1.17 I .34 1.08 -- 
3.4% 4.1% 4.5% 4.1% 4.1% 3.8% 3.7% 3.9% -- 

Bold figures 52.5 56.2 60.9 64.9 65.1 70.6 69.1 72.5 -- 
45.6% 45.1% 46.9% 46.5% 45.5% 48.7% 47.0% 48.8% - are consensus 

earnings 5.2 5.8 6.6 7.0 7.4 7.9 8.3 8.7 -- 
6.3 6.4 7.3 7.6 6.7 9.8 8.3 9.5 -- estimates 

and, using the 
recent prices, 

39.8% 40.8% 40.1% 40.0% 40.8% 40.2% 40.2% 40.1% - 
11.9% 11.4% 11.9% 11.7% 10.4% 14.0% 12.0% 13.1% -- 
2.5 d20.9 d23.3 d27.9 d11.4 d11.4 d12.3 d13.5 -- P/E ratios. 
91.8 107.6 106.0 105.1 106.5 106.3 105.5 105.0 -- 
85.1 87.8 91.2 95.1 113.0 118.2 121.8 125.6 -- 
5.3% 4.7% 5.2% 5.6% 4.6% 5.9% 5.1% 5.5% -- 
7.4% 7.3% 8.0% 8.0% 6.0% 8.3% 6.8% 7.6% -- 
2.1% 1.4% 2.1% 2.0% 5% 2.5% .9% 1.6% -- 

71 % 81 % 74% 75% 92% 70% 87% 79% _- 

U31/12 
!/31/13 
!/31/14 
!/31/15 
!/31 /I 6 

28 .32 .33 2 0  1.13 
20 2 8  29 .I7 .94 
24 2 2  .37 24 1.07 
.28 .36 

ANNUAL RATES 
of change (per share) 5 Yrs. 1 Yr. 
Sales 1 .O% 4.0% 
"Cash Flow" 3.5% 9.0% 
Earnings 3.0% 14.0% 
Dividends 3.5% 3.0% 
Book Value 3.0% 2.0% 

,193 ,198 ,198 ,203 
203 206 ,206 ,209 

2014 ,209 ,212 ,212 ,215 IIii ~ ,215 ,218 .218 

:iscal I EARNINGS PER SHARE 1 F ~ I I  
Year I Q  2Q 3Q 4Q Year 

.79 

.82 

.85 

Gal. QUARTERLY DIVIDENDS PAID Full 
mdar I 1Q 2Q 3Q 4Q /Year 

INSTITUTIONAL DECISIONS 
4Q14 lQ15 2Q15 

to Buy 30 38 33 
to Sell 28 21 27 
Hld's(000) 3004 3046 2853 

ASSETS ($mill,) 2013 2014 6130115 
Cash Assets .4 .2 .4 
Receivables 8.1 8.4 7.9 
lnventoty 1.5 1.9 1.8 

3.3 6.1 3.7 Other 
Current Assets 13.3 16.6 13.8 

Property, Plant 
& Equip, at cost 472.9 496.2 _ _  

Accum Depreciation 89.8 98.4 _ _  
Net Property 383.1 397.8 402.9 

7.4 7.8 7.9 Other 
Total Assets 403.8 422.2 424.6 

LIABILITIES ($mill.) 
Accts Payable 4.1 3.8 2.6 
Debt Due 12.2 19.9 15.6 

9.3 6.5 7.5 Other 
Current Liab 25.6 30.2 25.7 

- - -  

- - -  

- - -  

LONG-TERM DEBT AND EQUITY 
as of 6/30/15 

Total Debt $119.9 mill. 
LT Debt $104.3 mill. 
Including Cap. Leases NA 

Leases, Uncapitalized Annual rentals NA 

Pension Liability $.3 mill. in '14 vs. $.3 mill. in '13 

Pfd Stock None 

Common Stock 8,929,033 shares 

Due in 5 Yrs. NA 

(45% of Cap'l) 

Pfd Div'd Paid None 

(55% of Cap'i) 

INDUSTRY Water Utility 

BUSINESS: Artesian Resources Corporation, through its 
subsidiaries, provides water, wastewater, and other services 
on the Delmarva Peninsula. It distributes and sells water to 
residential, commercial, industrial, municipal, and utility 
customers in the states of Delaware, Maryland, and Penn- 
sylvania. The company also offers water for public and 
private fire protection to customers in its service territories. 
In addition, it provides contract water and wastewater 
services, water and sewer service line protection plans, and 
wastewater management services, as well as design, con- 
struction, and engineering services. Artesian supplies over 
7.3 billion gallons of water per year through 1,201 miles of 
water main to approximately 300,000 people. Artesian 
Water Company, the company's principal subsidiary, is the 
oldest and largest investor owned public water utility on the 
Delmarva Peninsula, and has been providing water service 
since 1905. Has 237 employees. Chairman, C.E.O. & 
President: Dian C. Taylor. Address: 664 Churchmans Rd., 
Newark, DE 19702. Tel.: (302) 453-6900. Internet: 
http://www.artesianwater.com. 

J.r 
October 16, 2015 

TOTAL SHAREHOLDER RETURN 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

Dividends plus appreciation as of 9/30/2015 

http://www.artesianwater.com


nMELlNESS 4 ~ ~ ~ ~ ~ ~ d 1 0 , a 1 5  High: 19.0 21.1 22.9 22.7 23.3 24.1 19.8 19.4 19.3 23.4 26.4 26.0 Target Pr ice Range 
2018 2019 2020 

SAFETY 3 towered 7/27/07 LEGE?,, 
Low: 13.0 15.6 16.4 17.1 13.8 16.7 16.9 16.7 16.8 18.4 20.3 19.5 

64 divided b lnteresf Rate 
48 
40 

2018.- - - -  32 .!hahadebarea indi ?s recession ' 

- 1.33 x Dividends sh 

A 
TECHNICAL 5 towered101~1~ 

, , , , Relative ScrengR -----. ---.- - - - - _  - - -  . . I  

BETA . l 5  (1.00 = Market) 2-for-1 splin 6/11 

Price Gain Return I 
High 45 (:?4!2) 2;g - 1  
Low 25 
Insider Decis ions 

0 tions Yes 
I Ann'l Total 

I 

,. ....-, - 

N D J F M A M J J  

3 2 0 0 2 0 1 0 0  
Institutional Decis ions 

a 0 1 4  102015 202015 percent 18 ,  
tOBuY 81 79 82 shares 12 
t O $ d  59 67 66 traded 6 
Hld'r(0W) 29654 29379 29659 
1999 I 2000 I 2001 I 2002 2003 I 2004 

25.87 [ 30.29 I 30.36 I 30.36 I 33.86 I 36.73 
17.8 I 19.6 I 27.1 I 19.8 I 22.1 I 20.1 

I 1.01 I 1.27 I 1.39 I 1.08 I 1.26 I 1.06 
4.0% 4.3% 4.4% 4.5% 4.2% 3.9% 

CAPITAL STRUCTURE as of 6/30/15 
Total Debt $550.0 mill. Due in 5 Yrs $165.8 mill. 
LT Debt $416.8 mill. LT Interest $23.0 mill. 

(40% of Cap'l) 

Pension Assets-12/14 $306.3 mill. 

Pfd Stock None 

Common Stock 47,878,659 shs. 
as of 7/22/15 

Oblig. $390.6 mill. 

Gal- QUARTERLY REVENUES ($ mill.)E ~ ~ 1 1  
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2012 116.8 143.6 178.1 121.5 560.0 
2013 111.4 154.6 184.4 133.7 584.1 
2014 110.5 158.4 191.2 137.4 597.5 
2015 122.0 144.4 i83.6 I 3 5  585 
2016 120 150 190 140 600 
Gal. EARNINGS PERSHARE A ~ ~ 1 1  

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2012 .03 .31 .56 .I2 1.02 
2013 .01 2 8  .61 .12 1.02 
2014 d.11 .36 .70 2 4  1.19 
2015 .03 2 1  .69 .22 1.15 
2016 I .05 .35 .70 2 5  I 1.35 
Gal- I QUARTERLY DIVIDENDS PAID 1 I FUII 

I I I 
(A) Basic EPS. Excl. nonrecurring gain (loss): Div' 
'00, (46); '01, 26; '02, 46; '11, 46. Next earn- 
inas m o r t  due mid-Nov. (B) Dividends histori- 1 k!!' 
cdly paid in late Feb., May,'Aug., and Nov. rn I (D) 

24 
20 
16 
12 

8 

%TOT. RETURN 9/15 
THIS VLARITH' 

r. 1.4 -4.0 
STOCK INDEX 

2.01 I 2.14 I 1.84 I 2.41 I 2.66 I 2.97 1 2.83 I 3.04 I 2.58 I 2.76 1 3.00 1 2.75 ICaD'ISDendina Dersh I 3.f5 
7.90 9.07 9.25 9.72 10.13 10.45 10.76 11.28 12.54 13.11 13.55 14.f5 BookValuepershC f6.00 

36.78 41.31 41.33 41.45 41.53 41.67 41.82 41.98 47.74 47.81 48.00 48.00 CommonShsOutst'g 50.00 
24.9 29.2 26.1 19.8 19.7 20.3 21.3 17.9 20.1 19.7 Bddfiwresare Ava Ann'lPIE Ratio 23.0 

568.1 670.1 674.9 690.4 794.9 914.7 931.5 908.2 1024.9 1045.9 f i35 f205 Total Capital ($mill) f370 
862.7 941.5 1010.2 1112.4 1198.1 1294.3 1381.1 1457.1 1515.8 1590.4 f680 f760 NetPlant(Srnil1) 1820 
6.3% 5.2% 5.9% 7.1% 6.5% 5.5% 5.5% 6.3% 6.0% 6.3% 6.0% 6.0% Return on Total Cap'l 7.0% 
9.3% 6.8% 8.1% 9.9% 9.6% 8.6% 8.0% 9.0% 7.9% 9.1% 8.5% 9.5%ReturnonShr.Equity 9.5% 
9.3% 6.8% 8.1% 9.9% 9.6% 8.6% 8.0% 9.0% 7.9% 9.1% 8.5% 9.5%ReturnonComEquity 9.5% 
2.1% 1.0% 1.8% 3.8% 3.8% 3.0% 2.3% 3.4% 3.4% 4.1% 3.5% 4.5% Retained toCornEq 3.5% 
78% 86% 77% 61% 60% 66% 71% 62% 56% 55% 58% 51% AllDiv'ds toNetProf 63% 

BUSINESS: California Water Service Group provides regulated and quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue 
nonregulated water service to 477,900 customers in 85 com- breakdown, '14: residential, 68%; business, 19%; industrial, 5%; 
munities in the state of California. Accounts for over 94% of total public authorities, 3%; other 5%. '14 reported depreciation rate: 
customers. Also operates in Washington, New Mexico, and Hawaii. 4.0%. Has 1,105 employees. President, Chairman, and CEO: Peter 
Main service areas: San Francisco Bay area, Sacramento Valley, C. Nelson. Inc.: DE. Address: 1720 North First St.. San Jose, CA 
Salinas Valley, San Joaquin Valley 8 parts of Los Angeles. Ac- 951 12-4598. Tel.: 408-367-8200. Internet: w.calwatergroup.com. 

Shares of California Water have done ing of California Water's share net is 
poorly for a water company. The equity changed. To reflect this, we have lowered 
of every other regulated water utility we 2015's share-net estimate $0.10. to $1.15, 
follow recorded positive returns that aver- while raising 2016's by $0.10, to $1.35. 
aged 5.1% since our July report. This is in An important rate case was filed ear- 
sharp contrast to CWT, which has declined lier this year. Water utilities are re- 
5.1%, basically mirroring the performance quired to file petitions seeking rate relief 
of the broader market averages. triennially. California Water asked for 
Poor second-quarter earnings ob- $140 million over the period, with the ma- 
viously put downward pressure on jority of the request front-loaded. Water 
the stock. Share net came in at $0.21. utilities and the CPUC appear to have 
versus our $0.35 estimate and last year's reached a balanced relationship, in which 
$0.36 figure. Due to water restrictions im- the utilities are allowed to earn a fair re- 
plemented by the California Public Utility turn on investment in modernizing the 
Commission (CPUC) , demand for water water infrastructure, as long as expenses 
was expected to decrease. However, be- are kept in check. As a result, we expect 
cause the CPUC altered the methodology the CPUC's final decision to be reasonable. 
utilities use to calculate earnings, the The weak stock price may have pre- 
large drop in income took the market by sented long-term investors with a nice 
surprise. Mechanisms were implemented, entry oint. Though ranked 4 (Below 
so water companies' profits would be Average7 for year-ahead relative price per- 
derived more from fees and "decoupled" formance, the equity now has much higher 
from the amount of water sold. total return potential than almost every 
Despite some confusion among inves- other regulated water utility. In addition, 
tors, we believe most of the lost prof- CWT has gone from having one of the 
its will eventually be recovered. When lowest dividend yields in the industry to 
water sales drop, the company's accrued one of the highest. 
unbilled revenue increases. Thus, the tim- James A. Flood October 16, 201 5 
einvestment plan available. (E) Excludes non-reg. rev. Company's Financial Strength B++ 
:I. intangible assets. In '14 : $7.3 mill,, Stock's Price Stability 95 
jh. Price Growth Persistence 35 
millions, adjusted for splits. Earninas Predictabilitv 85 
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N D J F M A M J J '-.-..I"- 
W014 la2015 2QZQ15 percent 12. 

tOsdl 46 40 37 traded 4 - 

IOBUY 0 0 0 0 0 0 0 0 0  
options 0 0 0 0 0 0 0 0 0  
tosell 0 0 0 0 0 0 0 0 0  
Inst i tut ional  Decis ions 

toBW 36 37 54 shares 8 - 
Hld's(WO) 4296 4289 4391 
1999 2000 2001 2002 2003 2004 

5.87 5.70 5.93 5.77 5.91 6.04 
1.65 1.73 1.78 1.78 1.89 1.91 
1.03 1.09 1.13 1.12 1.15 1.16 

.79 .79 .80 .81 .83 .84 
1.42 1.43 1.86 1.98 1.49 1.58 
8.61 8.92 9.25 10.06 10.46 10.94 
7.26 7.28 7.65 7.94 7.97 8.04 
18.2 18.2 21.5 24.3 23.5 22.9 
1.04 1.18 1.10 1.33 1.34 1.21 

4.2% 4.0% 3.3% 3.0% 3.0% 3.1% 

CAPITAL STRUCTURE as of 6130115 
Total Debt $183.5 mill. Due in 5 Yrs $19.3 mill. 
LT Debt $177.3 mill. LT Interest $7.0 mill 

(45% of Cap'l) 

Leases, Uncapitalized: Annual rentals $.I mill 
Pension Assets-12/14 $61.6 mill. 

Pfd Stock $0.8 mill. 

Common Stock 11,168,731 shs. 
as of 7/31/15 

Oblig. $79.8 mill. 

Pfd Divd NMF 

MARKET CAP: $400 million (Small Cap) 
CURRENT POSITION 2013 2014 6130115 

Cash Assets 18.4 
Accounts Receivable 12.3 

16.2 Other 
Current Assets 46.9 
Accts Payable 10.8 
Debt Due 4.1 

7.8 Other 
Current Liab. 22.7 

($MILL.) 

- 

- 

2.5 3.1 
12.0 11.5 
21.7 21.1 
36.2 35.7 
10.0 9.2 
4.4 6.2 
9.2 9.5 

23.6 24.9 

-- 

-- 
ANNUAL RATES Past 
of change (per sh) 10 Yrs. 
Revenues 4.0% 
Cash Flow" 4.0% 

Earnings 4.0% 
Dividends 2.0% 
Book Value 6.5% 

Past Est'd '12-'14 
5 Yrs. to '18-'20 

4.5% 6.0% 
7.5% 4.5% 
9.0% 4.5% 
2.0% 5.0% 
9.5% 4.0% 

Cal- 
endar 
2012 
2013 
2014 
2015 
2016 
Cal- 

endar 
2012 
2013 
2014 
2015 
2016 
Cal- 

endar 
2011 
2012 
2013 
2014 
2015 

Al  Dilu 

- 

- 
- 

- 

- 

Mar.31 Jun. 30 Se .30 Dec. 31 Year 

19.7 22.6 27.6 21.6 91.! 
20.3 25.4 27.6 20.7 94.( 
20 0 26.6 28.9 21.5 97.( -. . 

22.5 27.5 30.0 22.0 I 102 
EARNINGS PER SHARE A I Full 

Mar.31 Jun. 30 Sep. 30 Dec. 31 [ Year 
2 2  .47 .67 .I7 I 1.53 
.24 3; .86 I 1.66 
.27 .76 1.92 
.28 .77 .77 .23 2.05 
.32 .6a .a5 .25 2.10 

QUARTERLY DIVIDENDS PAID E 1 FUI~ 
Mar.31 Jun.30 Sep.30 Dec.31 Year 
,233 ,233 ,238 238 .94: 
,238 ,238 ,2425 .2425 .96 
,2425 ,2425 .2475 ,2475 .98 
,2475 ,2475 ,2575 .2575 1.01 
,2575 ,2575 ,2675 

I 

1 earninas. Next earninas reDori due I Jun 

1.62 1.52 1.90 1.95 1.93 2.04 2.11 2.64 
.88 .81 1.05 1.11 1.19 1.13 1.13 1.53 
.85 .86 .87 .88 .90 .92 .94 .96 

1.96 1.96 2.24 2.44 3.28 3.06 2.61 2.79 
11.52 11.60 11.95 12.23 12.67 13.05 13.50 20.95 
8.17 8.27 8.38 8.46 8.57 8.68 8.76 8.85 
28.6 29.0 23.0 22.2 18.4 20.7 23.0 19.4 
1.52 I 1.57 I 1.22 I 1.34 I 1.23 I 1.32 1 1.44 I 1.23 

3.4% I 3.6% I 3.6% I 3.6% I 4.1% 1 3.9% I 3.6% I 3.2% 
47.5 1 46.9 1 59.0 I 61.3 I 59.4 1 66.4 I 69.4 I 83.8 

7.2 6.7 8.8 9.4 10.2 9.8 9.9 13.6 
- -  23.5% 32.4% 27.2% 19.5% 35.2% 41.3% 32.0% _ _  _ _  - -  1.7% - -  - *  - -  1.7% 

44.9% 44.4% 47.8% 46.9% 50.6% 49.5% 53.2% 49.0% 
54.6% I 55.1% I 51.8% I 52.7% I 49.1% I 50.2% I 46.5% I 50.8% 
172.3 I 174.1 I 193.2 I 196.5 I 221.3 I 225.6 1 254.2 I 364.6 

BUSINESS: Connecticut Water Service, Inc. is a non-operating 
holding company, whose income is derived from earnings of its 
wholly-owned subsidiary companies (regulated water utilities). In 
2014, 93% of net income was derived from these activities. Pro- 
vides water services to 400,000 people in 77 municipalities through- 
out Connecticut and Maine. Acquired The Maine Water Company, 

Shares of Connecticut Water Service 
have been strong performers of late. 
Since our last report in July, the price of 
the equity has increased 5.0%, compared 
to the 4.9% decline posted by the S&P 500. 
Much of the gain is probably due to inves- 
tors fleeing riskier sectors of the market 
for stocks, such as Connecticut Water, that 
carry low Betas, well-defined earnings 
streams, and higher yields. Also, 
The last dividend hike was a start of a 
new trend, in our opinion. The utility's 
annual payout growth has been 2% over 
the past five- and 10-year periods, several 
hundred basis points lower than that of 
the typical water utility. Through 2018- 
2020, we expect the rate to be 5%. 
There's a downside to the good news. 
For starters, most of the company's posi- 
tive attributes now appear to be factored 
into the stock price. In the near term, 
CTWS is pegged to mirror the market 
averages. Too, the equity's total return 
potential to late decade is now subpar. 
Meanwhile, Connecticut Water's bot- 
tom line is poised for a solid showing 
this year. Second-quarter share net came 
in at $0.77, versus 2014's $0.67, and the 

36.4 37.5 38.6 Target Price Range 
2018 2019 2020 I I  27.8 1 31.0 I 33.2 I I 1 

I I I I I I I 80 

I I 
I 60 
! 50 \ I  - -  *. 

I I I I I I I 20 
_. 

8.29 8.45 8.65 9.00 Revenuespersh 12.90 
2.63 2.97 3.20 3.40 "Cash Flow" per sh 3.65 
1.66 1.92 2.05 2.10 Earningspersh A 2.25 
.98 1.01 1.05 1.09 Div'dDecl'dpersh 61 1.30 

3.02 4.11 4.60 4.15 Cap'l Spending persh 3.00 
17.92 18.83 20.10 21.15 Book Value per sh D 23.35 
11.04 11.12 11.20 11.35 CommonShsOutst'g 12.00 
18.4 17.5 Bold figurer are Avg Ann'l PIE Ratio 19.0 
1.03 .92 ValueL'ne RelativePE Ratio 1.20 

3.2% 3.0% es""ates Ava Ann'l Div'd Yield 3,1% 

January, 2012; Biddeford and Saco Water, December, 2012. In- 
corporated: Connecticut. Has 265 employees. Chair- 
manlPresidenffChief Executive Officer: Eric W. Thornburg. Officers 
and directors own 2.3% of the common stock; BlackRock, Inc. 
7.0%; (4115 proxy). Address: 93 West Main Street, Clinton, CT 
06413. TeleDhone: (860) 669-8636. Internet: www.ctwater.com. 

Wall Street consensus of $0.66. A lower- 
than-expected tax rate and a strong show- 
ing by the Maine subsidiary were the pri- 
mary reasons for the excellent results. In 
addition, the large gain came despite what 
we believe was a one-time spike in ex- 
penses. All told, earnings per share should 
rise 4%, despite last year's difficult com- 
parison. We are sticking with our $2.10-a- 
share estimate in 2016, even though it 
could prove conservative. 
Connecticut Water is expanding its 
customer base. The company purchased 
two decent-sized water utilities in the 
recent past and may add smaller districts 
in the future. Since there are many 
redundant expenses in this industry, ex- 
penses can be trimmed. Connecticut Water 
is also building out its existing pipelines 
infrastructure to serve the University of 
Connecticut's Storrs campus, as well as 
the greater Manfield area. This will result 
in higher capital outlays through 2016. 
The company currently has the financial 
wherewithal to handle the construction 
program, so there shouldn't be an appre- 
ciable decline in its financial metrics. 
James A. Flood October 16, ZOl! 

September, and December. Div'd rein- lion/$2.85 a share. Company's Financial Strength B+ 
ent plan available. Stock's Price Stability 85 
millions. adiusted for sdit. Price Growth Persistence 50 

nib-November. Qiarterly earnin6 do'not add I ves 
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Median: 21.0 MlDD LESEX WATER N D Q - M ~  

SAFETY 2 New10121111 LEGELDS ’ - 1.20 x lnvmenos 
TECHNICAL 4 lowered 1019115 divided b j  lnterer 

, , , , Relative rice sv 
BETA .75 (1.00 = Market) 3-lor-2 spli 1/02 

4-fa(-3 split 11/03 
Ootions: No 

~MEL~NESS 3 Lowered4,11/,4 High: 21.8 23.5 20.5 20.2 19.8 17.9 19.3 19.4 19.6 
Low: 16.7 17.1 16.5 16.9 12.0 11.6 14.7 16.5 17.5 

2018-20 PROJECTIONS 

1.33 
.71 
.67 

2.18 

0 0 1 0 0 0 0 0 0  
Institutional Decisions 

1.33 1.49 1.53 1.40 1.55 1.46 1.56 
.82 3 7  .89 .72 .96 .84 .90 
.68 .69 .70 .71 .72 .73 .74 

2.31 1.66 2.12 1.49 1.90 1.50 1.36 

a 0 1 4  la2015 292015 percent 12. 
I aBw 38 40 43 shares 8 - 

36 t raded 4 - 

1.72 
1.03 
.75 

1.26 
11.82 
15.96 
19.7 
1.1 1 

3.7% 

1.19 99 1.18 1.20 1.15 1.28 
.76 I :51 ~ .66 I .73 I .61 ~ .73 

1.84 1.95 2.05 “Cash Flow” persh 2.25 

.76 .77 .78 Div’dDecl’d persh 6. .85 
1.40 1.50 2.00 Cap’l Spending persh 2.00 

12.24 12.75 13.25 BookValue persh 14.30 
16.12 16.25 16.25 Common ShsOutst’g f7.00 
18.5 Bold figiires are Avg Ann’l PIE Ratio 20.5 
.98 Value Line Relative P b  Ratio 1.30 

3.7% estinafes Ava Ann’l Div’d Yield 3.1% 

1.13 1.20 1.25 Earnings persh A 1.35 

4.4% I 4.2% I 3.8% I 3.7% I 3.5% I 3.4% 
CAPITAL STRUCTURE as of 6130115 
Total Debt $159.8 mill. Due in 5 Yrs $49.8 mill. 
LT Debt $136.1 mill. LT Interest $4.6 mill. 

8.26 
11.58 
27.4 

(40% of Cap’l) 

9.52 10.05 10.03 10.33 11.13 11.27 11.48 
13.17 13.25 13.40 13.52 15.57 15.70 15.82 
22.7 21.6 19.8 21.0 17.8 21.7 20.8 

Pension Assets-12/14 $51.6 mill. 

Pfd Stock $2.4 mill. Pfd Div’d: $.I mill. 
Oblig. $75.0 mill. 

1.46 
3.5% 
74.6 
8.5 

27.6% 
~ - 

55.3% 
41.3% 
231.7 
288.0 

Common Stock 16,164,099 shs 
as of 7/31/15 

1.23 1.15 1.19 1.40 1.13 1.36 1.32 
3.7% 3.7% 4.0% 4.7% 4.2% 4.0% 4.0% 

81.1 86.1 91.0 91.2 102.7 102.1 110.4 
10.0 11.8 12.2 10.0 14.3 13.4 14.4 

33.4% 32.6% 33.2% 34.1% 32.1% 32.7% 33.9% 
- - - - - - - -  6.8% 6.1% 3.4% 

49.5% 49.0% 45.6% 46.6% 43.1% 42.3% 41.5% 
47.5% 49.6% 51.8% 52.1% 55.8% 56.6% 57.4% 
264.0 268.8 259.4 267.9 310.5 312.5 316.5 
317.1 333.9 366.3 376.5 405.9 422.2 435.2 

MARKET CAP: $400 million (Small Cap) 
CURRENT POSITION 2013 2014 6130115 

114.8 
16.6 

34.1% 

($MILL.) 
Cash Assets 4.8 2.7 5.8 

21.0 20.2 17.1 Other 
Current Assets 25.8 22.9 22.9 
Accts Payable 6.3 6.4 8.9 
Debt Due 33.8 24.9 23.7 

12.6 12.6 16.8 Other 
Current Liab. 52.7 43.9 49.4 

--- 

--- 

117.1 124 127 Revenues(Smil1) 155 
18.4 19.5 20.5 Net Profit ($mill) 23.0 

35.0% 35.0% 34.0% Income Tax Rate 34.0% 

ANNUAL RATES Past Past Est’d ’12-’I4 
ofchange(persh) 10Yn. 5Yrs. to’18-’20 
Revenues 1.5% 1.5% 4.0% 
“Cash Flow” 3.5% 3.0% 4.5% 
Earnin i 4.0% 4.5% 5.0% 

Book\ lue 4.5% 3.0% 3.0% 
Divide1 Is 1.5% 1.5% 2.0% 
- 

58.7% 
321.4 
446.5 
5.9% 
8.7% 
8.7% 
2.4% 
73% 

Cal- 
endar 
2012 
2013 
2014 
2015 
2016 
Cal- 

endar 
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2013 
2014 
2015 
2016 

Cal- 
endar 
2011 
2012 
2013 
2014 
2015 

A) Dill 
oundin! 
lovemt 
B) Div 

- 

- 

- 
- 

- 

58.8% 58.5% 58.5% Common Equity Ratio 56.5% 
335.8 345 360 Total Capital ($mill) 430 

6.3% 6.5% 6.5% Return on Total Cap’l 6.5% 
9.2% 9.5% 9.5% Return on Shr. Equity 9.5% 
9.3% 9.5% 9.5% Return on Corn Equity 9.5% 
3.1% 3.5% 3.5% Retained toCom Eq 3.5% 
67% 64% 63% AllDiv’ds toNet Prof 63% 

465.4 480 500 Net Plant ($mill) 555 
5.0% 
8.2% 
8.6% 
.6% 

,1875 ,1875 ,1875 . I9 
. I9  . I9  ,1925 

5.1% 5.6% 5.8% 5.0% 5.7% 5.2% 5.4% 
7.5% 8.6% 8.6% 7.0% 8.1% 7.5% 7.8% 
7.8% 8.7% 8.9% 7.0% 8.2% 7.5% 7.8% 
1.3% 1.8% 2.0% NMF 2.1% 1.0% 1.4% 
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.20 .29 .42 .22 

.22 .31 -44 .23 

.23 3 3  .46 .23 
QUARTERLY DIVIDENDS PAID B. 

. .  I I I -....’.. 

1.13 
1.20 
1.25 
FUII 

lug., and November.. Div’d reinvestment 
vailable. 
millions. adiusted for sdits. 

Company’s Financial Strength B++ 
Stock’s Price Stability 95 
Price Growth Persistence 35 

{ELATWE 1 
Target Price Range 
2018 I 2019 12020 

48 
40 
32 
24 
20 

I I  
%TOT. RETURN 9115 

3yr. 38.8 37.9 
5yr.  70.9 68.4 

@VALUE LINE PUB. LLC 118-20 

1.9% I 1.7% I 1.0% 1 1.5% lAFUDC% toNet Profit 1 2.5% 
1 43.5% 40.4% I 40.5% I 40.5% 1 41.0% ILong-TermDebtRatio 

Shares of Middlesex Water have 
turned in an excellent performance 
over the past quarter. Since our mid- 
July report, the stock price increased 7.9%, 
compared to the average return of 5.1% 
posted by the typical regulated water utili- 
ty (minus California Water), and the 4.9% 
loss recorded by the S&P 500. 
We are modestly raising our earnings 
estimates. Mostly due to carryover rate 
relief, Middlesex’s second-quarter share 
earnings came in at a healthy $0.31. 
versus 2014’s $0.29. As a result, we are 
bumping our full-year forecast $0.05, to 
$1.20. In 2016, we are also adding another 
$0.05 a share to our estimate, raising it to  
$1.25 a share. 
A major rate case is pending. In March, 
Middlesex filed a petition in New Jersey 
seeking to hike rates by $9.5 million, or 
13.5%. As is the case with the entire in- 
dustry, Middlesex will have to invest heav- 
ily to upgrade an aging pipeline system. 
Because the repairs are needed, we expect 
the state regulator’s final ruling to be rea- 
sonable. Also, the percentage increase isn’t 
as onerous as it may sound. Should the 
full amount sought be granted and imde- 

mented, the average residential bill would 
only go up by about $25 each quarter. A 
final ruling on the case could take more 
than a year. 
The company may not be big, but it 
has a strong balance sheet. As of June 
30th, the debt-to-total-capital ratio was 
only 40%. the lowest in the industry. Be- 
ginning in 2016 and continuing through 
the decade, the capital budget will in- 
crease by a substantial figure as the water 
infrastructure is upgraded. Middlesex will 
not be able to  cover all of the outlays with 
internally generated funds, so external 
financing will be required. This should re- 
sult in the company’s financial ratios slid- 
ing moderately. Nevertheless, finances will 
remain in good shape. 
Middlesex carries the highest yield in 
the water industry. Investors should not 
be impressed by this, however. That’s be- 
cause the stocks projected annual divi- 
dend growth rate through 2018-2020 is 
only expected to average a paltry 2%. In- 
deed, we don’t think the current yield is 
sufficient to  compensate shareholders for 
the below-average future cash flows. 
James A. Flood October 16, 201 I 
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7.88 
18.27 
15.5 

7.90 8.17 8.40 9.11 10.11 
18.27 18.27 18.27 18.27 18.27 
33.1 18.5 17.3 15.4 19.6 

Pension Assets-12/14 $91.4 mill. 

Pfd Stock None. 
Oblig. $128.7 mill 

10.72 
18.27 
19.7 
1.05 

2.4% 
180.1 

Common Stock 20,363,574 shs 
as of 7/22/15 

12.48 12.90 13.99 13.66 13.75 14.20 14.71 15.92 17.75 f8.75 19.75 BookValuepersh 22.60 
18.28 18.36 18.18 18.50 18.55 18.59 18.67 20.17 20.29 20.50 21.00 Common Shs Outst'g 23.00 

1.27 1.77 1.58 1.91 1.85 1.33 1.30 1.37 .59 ValueLine RelativePIERatio 1.40 
2.0% 1.7% 2.3% 2.8% 2.8% 2.9% 3.0% 2.7% 2.6% estimates Avg Ann'l Div'd Yield 2.8% 

189.2 206.6 220.3 216.1 215.6 239.0 261.5 276.9 319.7 295 300 Revenues(Smil1) 400 

23.5 33.4 26.2 28.7 29.1 21.2 20.4 24.3 11.2 Boldfiglrres are Avg Ann'l PIE Ratio 22.0 

($MILL.) 
Cash Assets 2.3 2.4 5.2 
Accts Receivable 14.5 15.0 17.6 

22.9 50.7 47.2 Other 
Current Assets 39.7 68.1 70.0 
Accts Payable 12.6 7.0 13.0 
Debt Due 23.0 13.8 20.8 

23.6 23.9 25.2 Other 
Current Liab. 59.2 44.7 59.0 

--- 

--- 

.88 
3.0% 

2.15 .95 .94 .88 1.04 
2.1% 3.0% 3.4% 3.5% 3.0% 
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22.2 19.3 20.2 15.2 15.8 20.9 22.3 23.5 51.8 30.5 33.5 Net Profit($mil$ 40.0 
40.8% 39.4% 39.5% 40.4% 38.8% 41.1% 41.1% 38.7% 32.5% 36.5% 36.5% IncomeTaxRate 38.0% 
2.1% 2.7% 2.3% 2.0% - -  - -  - -  2.0% 1.0% 1.0% 1.0% AFUDC % to Net Profit f.5% 

41.8% 47.7% 46.0% 49.4% 53.7% 56.6% 55.0% 51.1% 51.6% 52.0% 51.5% Long-TermDebtRatio 52.5% 

5 yr. 43.5 68.4 
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57.4% 
341.2 
484.8 
7.6% 

10.6% 

9.86 10.35 11.25 12.12 11.68 11.62 12.85 14.01 13.73 15.76 1440 1430 Revenuespersh 
2.21 I 2.38 ~ 2.30 I 2.44 I 2.21 I 2.38 1 2.80 I 2.97 1 2.90 I 4.42 ~ 3.60 1 3.70 1"CashFlow"persh I ?;: 

58.2% 52.3% 54.0% 50.6% 46.3% 43.4% 45.0% 48.9% 48.4% 48.0% 48.5% Common Equity Ratio 47.5% 

541.7 645.5 684.2 718.5 785.5 756.2 831.6 898.7 963.0 f030 1105 NetPlant(Smill) 1300 
7.0% 5.7% 5.8% 4.4% 4.3% 4.9% 5.0% 5.0% 8.3% 5.0% 5.0% Retum on TotalCap'l 5.5% 
9.7% 8.2% 8.0% 6.0% 6.2% 7.9% 8.1% 7.3% 14.4% 8.0% 8.0% Retumon Shr.Equity 7.5% 

391.8 453.2 470.9 499.6 550.7 607.9 610.2 656.2 744.5 800 855 TotalCapital($mill) 1100 

1.12 1.19 1.04 1.08 .81 .84 1.11 1.18 1.12 2.54 1.50 1.60EarningspershA 1.75 
.53 57 .61 .65 .66 $8 69 .71 .73 .75 .78 .81 Div'd Decl'd persh 8. 1.05 

2.83 3.87 6.62 3.79 3.17 5.65 3.75 5.67 4.68 5.02 5.35 5.25 Cap'lSpending per sh 4.95 

47% 46% 57% 59% 80% 1 80% I 61% 1 59% I 62% I 29% 1 52% I 51% IAllDiv'dstoNetProf I 60% 

Gal. QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2012 51.1 65.6 82.4 62.4 
2013 50.1 74.2 85.2 67.4 
2014 54.6 70.4 125.4 69.3 
2015 62.1 72.4 89.0 71.5 
2016 60.0 75.0 90.0 75.0 
Gal- EARNINGS PER SHARE A 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2012 .06 .28 5 3  .31 
2013 .07 .37 .44 .24 
2014 .04 .34 1.88 .28 
2015 .23 .36 .59 .32 
2016 .f7 .42 .67 .34 
Gal- QUARTERLY DIVIDENDS PAID8. 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2011 ,173 .I73 ,173 ,173 
2012 ,1775 ,1775 .I775 ,1775 

FUII 
Year 
261.! 
276! 
319.; 
295 
300 
Full 
Year 
1.18 
1.12 
2.54 
1.50 
1.60 
FUII 
Year 

.69 

.71 

10.6% I 9.7% I 8.2% I 8.0% I 6.0% 1 6.2% 1 7.9% I 8.1% I 7.3% I 14.4% I 8.0% I 8.0% IRetum on Com Equh I 7.5% 
5.6% I 5.2% I 3.5% I 3.3% I 1.2% 1 1.2% 1 3.1% I 3.3% I 2.8% I 10.2% I 4.0% I 3.5% IRetainedto Com Eq I 3.0% 

The historic drought in California has 
not had an impact on SJWs main sub- 
sidiary. Thanks to a previous change in 
the methodology used to determine how 
water utilities' income is calculated, San 
Jose Water should be able to do well 
despite the severe water restrictions insti- 
tuted by the California State Public Utility 
Commission. In the past, utilities profita- 
bility depended on the amount of water 
that was sold. Based on the new arrange- 
ment, utilities receive a fixed charge for 
their services. 
The company's earnings are much 
better than they appear. Last year's tal- 
ly was inflated by a one-time gain as 
several years of accrued expenses were 
reimbursed in the third period. In the first 
half of 2015, SJWs share net was running 
well ahead of 2014's levels. While com- 
parisons will be negative for the remain- 
der of the year, we think that share net 
will come in at a healthy $1.50. In 2016, 
we estimate that the bottom line will in- 
crease $0.10 a share, to $1.60. This solid 
increase will be due in part to a thriving 
service area, which includes Silicon Valley. 
The construction program will remain 

large, but manageable. San Jose Water 
has been spending heavily on replacing old 
pipes and modernizing other facilities. I n  
ternally generated funds will not be suffi- 
cient to cover all of the capital outlays, s c  
the company will have to depend to some 
extent on new debt and equity offerings 
As a result, some of SJW's financial 
metrics may deteriorate to some degree 
but should remain in an  acceptable range. 
Shares of S J W  have not done as well 
as other regulated water utilities. 
Since our July report, volatility in thc 
markets increased and the S&P 50C 
declined 4.9%. Seeking a safe haven, fund: 
poured into this sector as investors placec 
a premium on low-Beta equities, with gooc 
yields, that had well-defined sources oj 
earnings. Thus, this group (excluding Cali. 
fornia Water) averaged a positive return oi 
5.1%, compared to the gain of only 81 
basis points, recorded by SJW. 
These shares are untimely. But due t c  
the recent poor showing relative to it5 
peers, SJWs long-term appreciation poten. 
tial is better than that of most othei 
water utilities. 
James A. Flood October 16, 201 5 - -  

Company's Financial Strength B+ 

Earnings Predictability 55 

Stock's Price Stability 85 
Price Growth Persistence 20 
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Target Pr ice Range High: 14.0 17.9 21.0 18.5 16.5 18.0 18.0 18.1 18.5 22.0 24.3 26.0 
Low: 11.0 11.7 15.3 15.5 6.2 9.7 2018 2019 2020 12.8 15.8 16.8 17.6 18.8 19.7 

YORK WATER NDQ-YORW 
T~MEUNESS 3 Raisedy27,15 
SAFETY 3 Lowered 7/17/15 LEGE?DS1 

-64 divided b IntsesPRate 
Relative )Ike StrengVl , 48 

- 1.10 x Dividends sh - 
TECHNICAL 4 RaisedlWlM15 
BETA .75 (1.00 = Market) 2-for-1 sdt 5/02 

. . . .  

I N D J F M A M J J  7- 
toluy 0 0 4 0 2 4 1 0 4  

tosell 0 0 0 0 0 0 0 0 0 ’ e.., 

Inst i tut ional  Decis ions ’ ‘e.. 

Options 0 0 0 0 0 0 0 0 0 P. .”.. 

- - I  - - I  .34 1 .35 1 .37 I .39 
- - I  - - I  ,751 ,661 1.071 2.50 
- -  - -  
- -  - -  

3.79 3.90 4.06 4.65 
9.46 9.55 9.63 10.33 

- -  - -  17.8 26.9 24.5 25.7 
- -  - -  .91 1.47 1.40 1.36 
- -  - -  4.4% 3.3% 3.2% 3.1% 

CAPITAL STRUCTURE as of 6/30/15 
Total Debt $84.8 mill. Due in 5 Yrs $30.5 mill. 
LT Debt $84.8 mill. LT Interest $5.1 mill. 

(44% of Cap’l) 
Pension Assets 12/14 $30.6 mill. 

Oblig. $40.9 mill. 

Pfd Stock None 

Common Stock 12.866.946 shs . .  
as of 8/4/15 
MARKET CAP: $275 million (Small Cap) 
CURRENT POSITION 2013 2014 6130115 

Cash Assets 7.6 1.5 1.0 
Accounts Receivable 3.8 4.0 4.3 
Inventory (Avg. Cost) .7 .8 .8 

3.1 4.9 4.0 Other 
Current Assets 15.2 11.2 10.1 
Accts Payable 1.8 1.6 2.4 
Debt Due _ _  _ _  _ -  

6.0 4.3 4.4 Other 
Current Liab. 7.8 5.9 6.8 

ANNUAL RATES Past Past Est’d ’12-’14 
ofchange(persh) 10Yn. 5Yrs. to’18-’20 
Revenues 4.5% 3.0% 6.5% 
“Cash Flow” 7.0% 6.5% 6.0% 
Earnings 5.5% 6.0% 6.5% 
Dividends 4.0% 2.5% 6.5% 
Book Value 6.5% 4.5% 3.0% 

(WILL.) 

--- 

--- 

Gal- QUARTERLY REVENUES (f mill.) FUII 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2012 96 i n 4  i i n  104 41, 

Car- EARNING~PER SHARE A Full 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2012 .15 .17 .22 . I8  .72 
2013 .I7 . I8  .19 .21 .75 
2014 .I6 .22 .23 .28 .89 
2015 .20 .22 2 5  2 3  .90 
2016 2 0  .26 2 8  2 6  7.00 
Gal- QUARTERLY DIVIDENDS PAIDB FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 ,131 ,131 ,131 ,131 .52 
2012 .I34 ,134 ,134 ,134 .53 
2013 ,138 ,138 .I38 ,138 .55 
2014 ,1431 ,1431 ,1431 ,1431 .57 

12015 I ,1495 ,1495 ,1495 1 
(6) Dividends historically paid in mid-January, 
April, July. and October. 

40 
32 
24 
20 
16 

I 12 

, 8  

York Water’s earnings were flat in the 
second quarter. This broke a string of 
four-straight solid earnings comparisons 
on a year-over-year basis. The positives 
were higher rates being in effect from last 
year and a smaller tax bill. These were off- 
set, however, by an increase in costs. For 
the full year, we reduced our earnings-per- 
share estimate by $0.05, to $0.90, roughly 
on par with 2014’s strong number. 
Earnings should pick up in 2016. York 
ought to benefit from last year’s rate hike 
and a lower tax bill. Also, we don’t think 
last quarter’s spike in expenses was the 
start of a trend. Actually, the company 
had been successfully reining in costs, and 
we think this should continue. All told, the 
company’s share net may jump 11%, or 
$0.10, to $1.00. 
The company has a solid balance 
sheet. To a certain degree, other water 
entities would probably like to have Yorks 
financial problem. Pennsylvania regu- 
lators seem to prefer that water utilities 
maintain a long-term debt-to-total capi- 
talization percentage between 46% and 
50%. Because the company has solid cash 
generation, this figure was 44% at the end 
millions, adjusted for splits. 

BUSINESS: The York Water Company is the oldest investor-owned nues; commercial and industrial (29%); other (8%). It also provides 
regulated water utility in the United States. It has operated contin- sewer billing services. Incorporated: PA. York had 106 full-time em- 
uously since 1816. As of December 31, 2014, the company’s aver- ployees at 12/31/14. PresidentlCEO: Jeffrey R. Hines. Of- 
age daily availability was 35.2 million gallons and its service tem- ficerddirectors own 1.1% of the common stock (4115 proxy). Ad- 
tory had an estimated population of 190,000. Has more than 65,100 dress: 130 East Market Street York, Pennsylvania 17401. Tele- 
customers. Residential customers accounted for 63% of 2014 reve- phone: (717) 845-3601. Internet: www.yorkwater.com. 

of the second quarter. We think York may 
buy back 4% of its outstanding shares to 
raise its the debt ratio. 
York is the smallest regulated utility 
in the water industry. Most institution 
accounts don’t like owning more than 3% 
to 5% of any one company’s stock for diver- 
sification reasons. A market cap of around 
$275 million just  isn’t large enough to take 
a position. A drawback of this could be a 
lack of liquidity. Conversely, when the 
stock is priced attractively, retail investors 
won’t have to worry about the smart 
money getting involved before them. 
Dividend growth prospects have im- 
proved. Over the past five years, the pay- 
out has increased 2.5% per annum, subpar 
for a utility. Earlier this year, the dividend 
was hiked 4.5%. however. We think this 
level is sustainable through 2018-2020. 
These shares are ranked to perform in 
line with the broader market aver- 
ages over the next six- to 12-month pe- 
riod. Due to the equity outperforming the 
S&P 500 by almost 700 basis points since 
mid-July, it has below-average long-term 
total return potential. 
James A. Flood October 16, 201 5 
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Stock’s Price Stability 85 
Price Growth Persistence 50 
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Sign In Mail 

Wed OCt 28 2015 5 38PM EDT U S  Markets closed Report an Issue 

AWR 

American States Water Company (AWR). NYSE 

41 -03 0.03(0.07%) 4:02PM EDT 

Analyst Estimates 

Current Qtr Next Qb Current Year 
Sep 15 Dec 15 Dec 15 Earnings Est 

Avg Estimate 0 56 0 31 1 6 1  

No of Analysts 3 00 3 00 5 00 

Low Estimate 0 49 0 26 1 47 

High Esbmate 0 60 0 32 1 66 

YearAgo EPS 0 54 0 35 1 57 

Next Earnings Date Nov 3,2015 - Set a Reminder 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr 

Next Qtr 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PncdEarnings (avg for 
cornpanson categones) 

PEG Ratio (avg for 
companson categones) 

30 Days Ago 

Currency in USD 

Current Qtr 
Sep 15 

143 65M 

2 

141 64M 

145 66M 

136 33M 

3 60% 

Sep 14 

0 49 

0 54 

0 05 

10 20% 

Current Qtr 
Sepl5  

056  

056 

0 56 

0 56 

0 56 

current Qtr 
Sepl5 

0 

0 

0 

N/A 

AWR 

3 70% 

-11 40% 

2 50% 

3 70% 

11 61% 

5 00% 

25 67 

5 13 

Next Qtr 
Decl5 

11356M 

2 

11244M 

11469M 

109 86M 

3 40% 

Dec 14 

0 26 

0 35 

0 09 

34 60% 

Next Qtr 
Decl5 

0 31 

0 31 

0 31 

0 31 

0 30 

Next Qtr 
Dec 15 

0 

0 

0 

N/A 

Industry 

-16 00% 

14 40% 

-16 30% 

1 20% 

N/A 

6 27% 

20 29 

4 30 

Current Year 
Dec 15 

474.79M 

5 

457.00M 

493.00M 

465.79M 

1.90% 

Mar 15 

0.29 

0.32 

0.03 

10.30% 

Current Year 
Dec 15 

1.61 

1.61 

1.61 

1.61 

1.60 

Current Year 
Dec 15 

0 

0 

0 

NIA 

Sector 

-27 10% 

90.40% 

32.60% 

22.20% 

NIA 

6.64% 

21.35 

6 66 

Next Year 
Dec 16 

1.67 

5.00 

1.53 

1.72 

1.61 

Next Year 
Dec 16 

492.85M 

5 

466.00M 

516.60M 

474.79M 

3.60% 

Jun 15 

0.41 

0.41 

0.00 

0.00% 

Next Year 
Dec 16 

1.67 

1.67 

1.67 

167  

1.66 

Next Year 
Dec 16 

0 

0 

0 

N/A 

sap 500 

3.30% 

7.40% 

-1 40% 

9 50% 

NIA 

6.00% 

16.30 

2.94 

Get Analyst Estimates far: 

http://finance.yahoo.com/q/ae?s=AWR+Analyst+Estimates 1 0/28/20 1 5 
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American Water Works Company, Inc. (AWK). NYSE 

57-73 0.20(0.35%) 4:OlPM EDT 

ARer Hours : 57.73 0.00 (0.00%) 4:OlPM EDT - Nasdaq Real Time Price 

Analyst Estimates 

current atr Next Qtr Current Year 
Sep 15 Dec 15 Dec 15 Earnings Est 

Avg Estimate 094 056 2 61 

No of Analysts 13 00 12 00 17 00 

Low Estimate 0 91 0 51 2 55 

High Esbmate 096 0 61 2 65 

Year Ago EPS 0 92 0 52 2 47 

Next Earnings Date Nov 4 2015- Set a Reminder 

Current Qtr Next Qtr Current Year 
Sep 15 Dec 15 Dec 15 Revenue Est 

Avg Estimate 908 82M 808 37M 3 16B 

No of Analysts 11 11 15 

Low Estimate 883 60M 752 62M 3 128 

High Estimate 1038 1078 3 228 

Year Ago Sales 846 17M 731 38M 3 018 

Sales Gmwth (year/est) 7 40% 10 50% 5 10% 

Earnings History 

EPS Est 
EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PriceEamings (avg for 
comparison categones) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD 

Sep 14 Dec 14 Marl5 

0.91 0.51 0.41 

0.92 0.52 0.44 
0.01 0.01 0.03 

1.10% 2.00% 7.30% 

Current Qtr. Next Qtr. Current Year 
sep 15 Dec 15 Dec 15 

0.94 0 56 2.61 

0 94 0.56 2.61 

0.94 0.56 2.61 

0.94 0.56 2.61 

0.96 

Current Qtr. 
Sep 15 

0 

1 

0 

NIA 

AWK 

2 20% 

7.70% 

5.70% 

7.70% 

9.40% 

7.34% 

22.20 

3.02 

0.55 

Next Qlr. 
Dec 15 

0 

0 

1 

N/A 

Industry 

-16 00% 

14.40% 

-16 30% 

1.20% 

NIA 

8.27% 

20.29 

4.30 

2 61 

Current Year 
Dec 15 

0 

1 

0 

N/A 

Sector 

-27 10% 

90.40% 

32.609b 

22.20% 

N/A 

6 64% 

21.35 

6.88 

Next Year 
Dec 16 

2.81 

17.00 

2.70 

2.88 

2.61 

Next Year 
Dec 16 

3.328 

15 

3.23B 

3.408 

3.168 

5.00% 

Jun 15 

0.67 

0.68 

0.01 

1 SO% 

Next Year 
Dec 16 

2.81 

2.81 

2.81 

2.81 

2.82 

Next Year 
Csc 16 

0 

1 

1 

N/A 

S8P 500 

3.30% 

7.40% 

-1 40% 

9.50% 

N/A 

6 00% 

16.30 

2.94 

Get Analyst Estimates foe l-lb 

http://finance.yahoo.com/q/ae?s=AWK+Analyst+Estimates 1 0/2 8/20 1 5 
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Aqua America Inc. (WTR). NYSE 

28.59 0.03(0.11%) 403PM EDT 

ARer Hours : 28.59 0.00 (0.00%) 4:03PM EDT - Nasdaq Real Time Price 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEamings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD 

Current Qtr Next Qtr Current Year 
Sepl5 Dec 15 Dec 15 

0 38 0 28 127  

6 00 6 00 10 00 

0 37 0 27 125  

0 40 0 29 1 30 

0 38 0 28 120  

Next Earnings Date Nov 3 201 5 - Set a Reminder 

Current Qtr Next Qtr Current Year 
Sep 15 Dec 15 Dec 15 

219 28M 198 29M 811 70M 

5 5 9 

214 30M 195 10M 779 90M 

226 33M 201 10M 824 20M 

210 54M 191 39M 779 90M 

4 20% 3 60% 4 10% 

Sep 14 Dec 14 Marl5 

0 37 0 27 0 26 

0 38 0 28 0 27 

0 01 0 01 0 01 

2 70% 3 70% 3 80% 

Current Qtr Next Qtr Current Year 
Sep 15 Dec 15 Dec 15 

0 38 0 28 127  

0 39 0 28 127  

0 39 0 28 1 27 

0 38 0 28 1 27 

0.39 

Current Qtr. 
Sep 15 

0 

0 

1 

N/A 

W R  

0.00% 

0.00% 

5.80% 

7.10% 

11.93% 

5.55% 

22.46 

4 05 

0.28 

Next Qtr. 
Decl5 

0 

0 

0 

N/A 

industry 

-16 00% 

14.40% 

-16 30% 

1.20% 

N/A 

8.27% 

20.29 

4.30 

1.27 

Current Year 
Dec 15 

0 

0 

0 

N/A 

Sector 

-27 10% 

90.40% 

32 60% 

22.20% 

N/A 

6 64% 

21 35 

6.88 

Get Analyst Estimates for: r i p  
Next Year 

Dec 16 

1.36 

10.00 

1.33 

1.40 

1.27 

Next Year 
Dec 16 

853.96M 

9 

834.90M 

867.19M 

811.70M 

5.20% 

Jun 15 

0 32 

0.32 

0.00 

0.00% 

Next Year 
Dec 16 

1.36 

1.36 

1.36 

1.35 

1.34 

Next Year 
Dec 16 

0 

0 

0 

N/A 

S&P 500 

3 30% 

7.40% 

-1 40% 

9.50% 

N/A 

6 00% 

16.30 

2 94 

http ://finance. yahoo .com/q/ae?s= WTR+Analy st+Estimates 1 0/2 8/20 1 5 



ARTNA Analyst Estimates I Artesian Resources Corporation Stock - Yahoo! Finance 

Home Mail Search News sports Fmance Weather Games answers Screen Flickr Mobile I More 

Page 1 of2 

Try Yahoo Finance on Fire 

Sign In Mail 

Finance HomeMy PortfolioMy Quotes NewsMarket DataYahoo OnginalsBusiness & FinancePersonal Finance CNBC Contnbutors 

li Wed Oct 28 2015 5 44PM EDT U S Markets closed Repo,lt an Issue 

Dow 1.13% I Ell- I AWK J, 
czzm!z+ 

Artesian Resources Corp. (ARTNA). NasdaqGS 

24.58 O . u ( I  .82%) 4:OOPM EDT 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEamings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD 

Get Analyst Estimates for: 

Current Qtr. 
Sep 15 

0.35 

1 .oo 
0.35 

0.35 

0.37 

Current Qtr. 
Sep 15 

20.90M 

1 

20.90M 

20.90M 

19.60M 

6.70% 

Sep 14 

0.33 

0.37 

0.04 

12.10% 

Current Qtr. 
Sep 15 

0 35 

0.34 

0.34 

0.34 

0.34 

Current Qtr. 
sep 15 

1 

1 

0 

N/A 

ARTNA 

-5 40% 

-8.30% 

16.80% 

-1 60% 

4.81% 

4 00% 

19 39 

4.85 

Next Qtr 
Dec 15 

0.22 

1 .oo 
0 22 

0.22 

0.24 

Next Qtr. 
DeclS 

18.70M 

1 

18.70M 

18.70M 

18.08M 

3.40% 

Dec 14 

0 21 

0.24 

0.03 

14.30% 

Next Qtr. 
DeclS 

0.22 

0.23 

0.23 

0.23 

0.23 

Next Qtr. 
Dec 15 

0 

0 

1 

NIA 

industry 

-16 00% 

14.40% 

-16 30% 

1.20% 

NIA 

8.27% 

20.29 

4.30 

Current Year 
Dec 15 

1.25 

2.00 

1.22 

1.28 

1.07 

Current Year 
Dec 15 

77.09M 

2 

77 07M 

77.10M 

72.46M 

6.40% 

Mar 15 

0.30 

0.28 

-0 02 

-6.70% 

Current Year 
Dec 15 

1.25 

1.25 

1.25 

1.25 

1.17 

Current Year 
Dec 15 

1 

1 

0 

N/A 

Sector 

-27 10% 

90.40% 

32.60% 

22.20% 

NIA 

6.64% 

21.35 

6.88 

Next Year 
Dec 16 

1.23 

2.00 

1.11 

1.35 

1.25 

Next Year 
Dec 16 

79.19M 

2 

77.60M 

80.77M 

77.09M 

2.70% 

Jun 15 

0.29 

0.36 

0.07 

24.10% 

Next Year 
Dec 16 

1.23 

1.23 

1.27 

1.27 

1.23 

Next Year 
Dec 16 

0 

0 

1 

NIA 

S&P 500 

3.30% 

7.40% 

-1 40% 

9.50% 

NIA 

6 00% 

16.30 

2.94 

http://finance.yahoo.com/q/ae?s=AR~A+Analyst+Estimates 10/28/2015 



CWT Analyst Estimates I California Water Service Group Stock - Yahoo! Finance Page 1 o f2  

Home Mai! Search News Spoits Finance Weather Games Answers Screen Flickr Mobile I M~~~ 
a Try Yahoo Finance on Fire 

Mail 

Finance HorneMy PortfolioMy Quotes NewsMarket DataYahoo OnginaisBusiness & FinancePersonal Finance CNBC Contnbutors 

illlll Wed Od 28 2015 5 44PM EDT U S Markets clospd Repolt an Issue 

California Water Service Group (CWT) NYSE 

24.35 0.41(1.71%) ~OZPMEDT 

After Hours 24.35 0 00 (0 00%) 4 43PM EDT 

Analyst Estimates 

Earnings Est Current Qtr. Next Qtr. Current Year 
Sap15 Dec 15 Dec 15 

Avg Estimate 0 67 0 24 117  

No of Analysts 4 00 4 00 5 00 

Low Estimate 0 64 0 16 105  

High Estimate 0 70 0 36 1 30 

Year Ago EPS 0 70 0 24 119  

Next Earnings Date Oct28,2015 - h Set a Reminder 

Revenue Est Current Qtr. Next Qtr. Current Year 
Sep 15 Dec 15 Dec 15 

Avg Estimate 183 36M 13941M 598 15M 

No of Analysts 2 2 3 

Low Estimate 181 63M 130 52M 578 54M 

High Estimate 185 10M 148 30M 616 OOM 

Year Ago Sales 191 18M 137 38M 597 50M 

Sales Growth (yearlest) -4 10% 150% 0 10% 

Earnings History 

EPS Est 

EPS Adual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Sap 14 Dec 14 M a r l 5  

0.68 0.17 0.01 

0.70 0.24 0.03 

0.02 0.07 0 02 

2.90% 41.20% 200.00% 

Current Qtr. Next Qtr. Current Year 
Sepl5 Dec 15 Dec 15 

0.67 0.24 1.17 

0.67 0.24 1.17 

0.67 0.24 1.17 

0.67 0.24 1.17 

0.66 0.23 1.20 

Current Qtr. Next Qtr. Current Year 
Sap15 Dec 15 Dec 15 

0 0 0 

0 0 0 

0 0 0 
N/A N/A NIA 

Growth Est CWT industry Sector 

Current Qtr -4 30% -16 00% -27 10% 

Next Otr 0 00% 14 40% 90 40% 

This Year -1 70% -16 30% 32 60% 

Next Year 13 70% 120% 22 20% 

Past 5 Years (per annum) 5 95% N/A N/A 

Next 5 Years (per annum) 5 00% 8 27% 6 64% 

20 32 20 29 21.35 PncelEarnings (avg for 
companson categones) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD. 

4.06 4.30 6.88 

Gat Analyst Estimates for: r i p  
Next Year 

Dec 16 

1.33 

5.00 

1.18 

1.55 

1.17 

Next Year 
Dec 16 

627.97M 

3 

602.61M 

641.30M 

598.15M 

5.00% 

Jun 15 

0.34 

0.21 

-0.13 

-38.20% 

Next Year 
Dec 16 

1.33 

1.33 

1.33 

1.34 

1.33 

Next Year 
Dec 16 

0 

0 

0 

N/A 

sap 500 

3.30% 

7.40% 

-1 40% 

9 50% 

NIA 

6.00% 

16.30 

2 94 

http://finance. yahoo.com/q/ae?s=C WT+Analy st+Estimates 10/28/2015 



CTWS Analyst Estimates I Connecticut Water Service, Inc. Stock - Yahoo! Finance Page 1 of2 

Home Main Search News sports Finance Weather Games Answers Screen Flickr Mobile I More 
a Try Yahoo Finance on Fir< 

Mail 

Finance HomeMy PortfolioMy Quotes NewsMarket DataYahoo OriginalsBusiness & Financepersonal Finance CNBC Contributors 

Wed Oct 28 2015 5 45PM EDT U S Markets closed Report an Issue II 
Dow 1.13%" ' C~AYWENO 

cTws ruuLL.\/J EjCTRADE 
WEN dN ACCOUNT 

Connecticut Water Service Inc. (CTWS) NasdaqGS 

37.67 1.04(2.84%) 4OOPMEDT 

Analyst Estimates 

Earnlngs Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (yearlest) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEamings (avg for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD. 

Get Analyst Estimates for: 

Current Qtr. 
Sep 15 

0.80 

2.00 

0.74 

0.85 

0 76 

Current Qtr. 
Sep l5  

28.70M 

1 

28.70M 

28.70M 

27.55M 

4.20% 

Sep 14 

0.77 

0.76 

-0.01 

-1.30% 

current Qtr. 
Sep l5  

0.80 

0.80 

0.80 

0 80 

0.78 

Current Qtr. 
Sep 15 

0 

0 
0 

N/A 

CTWS 

5.30% 

13.60% 

8.90% 

-1 90% 

8.61% 

5.00% 

17.98 

3.60 

Next Qtr. 
Dec 15 

0.25 

2.00 

0.23 

0 27 

0.22 

Next Qtr. 
Dec 15 

21.44M 

1 

21.44M 

21.44M 

20.75M 

3.30% 

Dec 14 

0.21 

0.22 

0.01 

4.80% 

Next Qtr. 
Dec l5  

0.25 

0.25 

0.25 

0.25 

0.25 

Next Qtr. 
Dec 15 

0 
0 
0 

N/A 

Industry 

-16 00% 

14.40% 

-1 6.30% 

1.20% 

N/A 

8.27% 

20.29 

4.30 

Current Year 
Dec 15 

2.09 

3.00 

2.02 

2.20 

1 92 

Current Year 
Dec 15 

97.77M 

3 

96.78M 

99.13M 

94.02M 

4 00% 

Mar l5  

0.33 

0.28 

-0 05 

-15 20% 

Current Year 
Dec 15 

2.09 

2.09 

2.09 

2.09 

2.01 

Current Year 
Dec 15 

0 

0 

0 

NIA 

Sector 

-27.10% 

90.40% 

32.60% 

22 20% 

N/A 

6.64% 

21.35 

6.88 

Next Year 
Dec16 

2 05 

3.00 

1.97 

2.15 

2.09 

Next Year 
CeclE 

103.04M 

3 

100.99M 

105.32M 

97.77M 

5.40% 

Jun 15 

0.69 

0.77 

0.08 

1 1.60% 

Next Year 
Dec 16 

2.05 

2.05 

2.05 

2.05 

2.05 

Next Year 
DeclE 

0 
0 
0 

N/A 

SLP 500 

3.30% 

7.40% 

-1 40% 

9 50% 

N/A 

6.00% 

16.30 

2.94 

http://finance. y ahoo. com/q/ae?s=CT WS+Analy st+Estimates 10/28/2015 

http://finance


MSEX Analyst Estimates 

Home Mail Search News 

Middlesex Water Company Stock - Yahoo! Finance Page 1 of2  

Sports Finance Weather Games Answers Screen Flickr Mobile I More 
Trf Yahoo Finance on Fire 

Mail 

F i n a n c e  HorneMy PortfolioMy Quotes NewsMarket DataYahoo OnginalsBusiness & FtnancePersonal F i n a n c e  CNBC Contnbutors 

W?d Oct 28 201 5 5 46PM EDT U S Markets closed Repolt an Issue I.li 
Dow 1.13% 

E%-TRADE 
WEN AN ACCOUW 

Middlesex Water Co. (MSEX) NasdaqGS 

26.02 0.97(3.87%) 4.00PMEDT 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (yearlest) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Sumrise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

Price/Eamlngs (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD. 

Current Qtr. 
Dec 14 

N/A 

N/A 

N/A 

N/A 

0.19 

Current Qtr. 
Dec 14 

NaN 

1 

29.62M 

29.62M 

27.42M 

N/A 

Dec 13 

0.15 

0.19 

0.04 

26.70% 

Current Qtr. 
Dec 14 

N/A 

0.26 

0.28 

0.28 

0.28 

Current Qtr. 
Dec 14 

0 
0 
0 

N/A 

MSEX 

N/A 

N/A 

N/A 

N/A 

5.73% 

2.70Yo 

N/A 

N/A 

Next Qtr. 
Marl5 

N/A 

N/A 

N/A 

N/A 

0.20 

Next Qtr. 
Marl5 

NaN 

1 

29.62M 

29.62M 

27.17M 

N/A 

Marl4 

0.16 

0.20 

0.04 

25.00% 

Next Qtr. 
Mar l5  

N/A 

0.26 

0.26 

0.26 

0.26 

Next Qtr. 
Mar l5  

0 
0 
0 

N/A 

Industry 

-16.00% 

14.40% 

-16.30% 

1.20% 

N/A 

8.27% 

20.29 

4.30 

Current Year 
Dec 14 

N/A 

N/A 

N/A 

N/A 

N/A 

Current Year 
Dec 14 

NaN 

1 

117.87M 

117.87M 

114.65M 

N/A 

Jun 14 

0.29 

0.29 

0.00 

0 00% 

Current Year 
Dec 14 

N/A 

1.09 

1.09 

1.09 

1.09 

Current Year 
Dec 14 

0 
0 

0 

N/A 

Sector 

-27 10% 

90.40% 

32.60% 

22.20% 

N/A 

6.64% 

21.35 

6.68 

Next Year 
Dec 15 

1.20 

1 .oo 
1.20 

1.20 

N/A 

Next Year 
Dec 15 

122.20M 

1 

122.20M 

122.20M 

NaN 

N/A 

5ep14 

0.39 

0.42 

0.03 

7.70% 

Next Year 
Dec 15 

1.20 

1.20 

1.20 

1.20 

1.20 

NexiYear 
dec15 

0 
0 
0 

N/A 

sap 500 

3.30% 

7.40% 

-1 40% 

9.50% 

N/A 

6.00% 

16.30 

2.94 

Get Analyst Estimates for: 

http ://finance .yahoo .com/q/ae?s=MSEX+Analy st+Estimates 10/28/2015 



SJW Analyst Estimates I SJW Corporation Common Stock Stock - Yahoo! Finance Page 1 of2  

Home Mal3 Search News spoits Finance Weather Games Answers Screen Fiickr Mobiie I More 
a Try Yahoo Finance on Fire 

Mail 

Finance HorneMy PortfolioMy Quotes NewsMarket DataYahoo OnginalsBusiness 8 FinancePersonal Finance CNBC Contributors 

Wed Oct 28 2015 5 47Pkl EDT U S Markets closed Report an Issue illli 
Dow 1.13%" ' ^^^' SJW 

IS TRENDING A 
> 

SJW Corp. (SJW)- NYSE 

33.68 0.69(2.09%) ~:OZPM EDT 

Analyst Estimates 

Current Qtr Next Qtr Current Year 
Sepl5 Dec l5  Dec 15 Earnings Est 

Avg Estimate 0 57 0 29 1 58 

No of Analysts 1 00 1 00 2 00 

Low Estimate 0 57 0 29 1 45 

High Estimate 0 57 0 29 1 70 

Year Ago EPS 1 88 0 28 2 54 

Next Earnings Date Oct 28.2015 - k. Set a Reminder 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

60 Days Ago 

90 Days Ago 

30 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEarnings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD. 

Current Qtr. 
Sep 15 

92 37M 

1 

92.37M 

92.37M 

125.43M 

-26 40% 

Sep 14 

0.52 

1.88 

1.36 

261.50% 

Current Qtr. 
Sep 15 

0.57 

0.57 

0.57 

0.57 

0.57 

Current Qtr. 
Sepl5 

0 

0 

0 

N/A 

SJW 

-69.70% 

3.60% 

-37 80% 

3.80% 

5.92% 

14.00% 

21.06 

1.50 

Next Qtr. 
Dec 15 

73.70M 

1 

73.70M 

73.70M 

69.29M 

6 40% 

Dec 14 

0.26 

0.28 

0.02 

7.70% 

Next Qtr. 
Dee 15 

0.29 

0.29 

0.29 

0.29 

0.29 

Next Qtr. 
Dec15 

0 

0 

0 

N/A 

industry 

-16.00% 

14.40% 

-16 30% 

1.20% 

NIA 

8.27% 

20.29 

4.30 

Current Year 
Dec 15 

308.29M 

2 

300.58M 

316.00M 

319.67M 

-3 60% 

Mar 15 

0.06 

0.23 

0.17 

283.30% 

Current Year 
Dec 15 

1.58 

1.58 

1.58 

1 58 

1.61 

Current Year 
Dec 15 

0 
0 
0 

NIA 

Sector 

-27 10% 

90.40% 

32.60% 

22.20% 

N/A 

6.64% 

21.35 

6.88 

Next Year 
Dac 16 

1.64 

2.00 

1.48 

1 .80 

1.58 

Next Year 
Dec 16 

324.90M 

2 

313.00M 

336.80M 

308.29M 

5.40% 

Jun 15 

0.42 

0.36 

-0.06 

-14.30% 

Next Year 
Dec 16 

1.64 

1.64 

1.64 

1.64 

1.64 

Next Year 
D%c 16 

0 
0 
0 

NIA 

SLP 500 

3.30% 

7.40% 

-1.40% 

9.50% 

N/A 

6.00% 

16 30 

2.94 

Get Analyst Estimates for: 

http://finance. yahoo.com/q/ae?s=S JW+Analyst+Estimates 10/28/2015 

http://finance


YORW Analyst Estimates I The York Water Company Stock - Yahoo! Finance Page 1 of2  

Home Mail Search News Sports Finance Weather Games Answers Screen Flickr Mobile 1 More 
a Try Yahoo Finance on Firf 

Mail 

Finance HorneMy PortfolioMy Quotes NewsMarket DataYahoo OnginalsBusiness & FinancePersonal Finance CNBC Contributors 

Wed Oct28 2015 5 48PM EDT U S Markets closed Report an issue m 
Dow 1.13% YORW 

IS TRENDING A 
> 

The York Water Company (YORW). NasdaqGS 

23.73 1.01 (4.45%) 4:OOPMEDT 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Esbmate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Gmwth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Esbmate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Ptr 

Next Qtr 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

Pnce/Eamings (avg for 
cornpanson categones) 

PEG Ratio (avg for 
cornpanson categones) 

Currency in USD 

Current Qtr. 
Sep 15 

0 26 

1.00 

0.26 

0.26 

0.23 

Current Qtr. 
Sep 15 

12.50M 

1 

12.50M 

12.50M 

12.06M 

3.60% 

Sep 14 

0.25 

0.23 

-0 02 

-a 00% 

Current Qtr. 
Sepl5 

0.26 

0.26 

0.26 

0 26 

0.26 

Current Qtr. 
Sepl5 

0 

0 

0 

N/A 

YORW 

13.00% 

-28 60% 

3 40% 

7.60% 

4.98% 

4.90% 

25.49 

5.20 

Next Qtr. 
Dec 15 

0.20 

1.00 

0.20 

0.20 

0.28 

Next Qtr. 
Dec 15 

11.60M 

1 

11.60M 

11.60M 

11.50M 

0.90% 

Dec 14 

0.23 

0.28 

0.05 

21.70% 

Next Qtr. 
Dec 15 

0.20 

0.20 

0.20 

0.20 

0.20 

Next ab. 
DeclS 

0 
0 
0 

N/A 

industry 

-16 00% 

14.40% 

-1 6.30% 

1.20% 

N/A 

8.27% 

20.29 

4.30 

Current Year 
Dec 15 

0.92 

2.00 

0.88 

0.95 

0.89 

Current Year 
oec 15 

47.24M 

2 

47.20M 

47.29M 

45.90M 

2.90% 

Mar 15 

0.23 

0.20 

-0 03 

-13 00% 

Current Year 
Oec 15 

0.92 

0.92 

0.92 

0.92 

0.93 

Current Year 
oec 15 

0 

0 

0 

N/A 

Sector 

-27.1 0% 

90.40% 

32.60% 

22.20% 

N /A 

6.64% 

21.35 

6.88 

Next Year 
Dec 16 

0 99 

2 00 

0 97 

100 

0 92 

Next Year 
Dec 16 

48 96M 

2 

48 80M 

49 12M 

47 24M 

3 60% 

Jun 15 

0 25 

0 22 

-0 03 

-12 00% 

Next Year 
Dec 16 

0 99 

0 99 

0 99 

0 99 

100  

Next Year 
Dec 16 

0 

0 

0 

N/A 

SBP 500 

3 30% 

7 40% 

-1 40% 

9 50% 

N/A 

6 00% 

16 30 

Get Analyst Estimates for: 

1 
t 
I 
I I 

2.94 

http://finance.yahoo.com/q/ae?s=Y ORW+Analyst+Estimates 10/28/2015 
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ATTACHMENT 4 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW.  

RESPONSES TO RUCO’S FOURTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 1 1 , 20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: 

Address: 

Rate Consultant 

139 W. Wood Drive 
Phoenix, AZ 85029 

Company Response Number: 4.4 

Q. As noted in footnote 1 of Schedules D-4.4 and D-4.5, Mr. Bourassa states that for 
each of his sample companies the 5- and 1 0-year historical stock price growth rates 
shown in column [l] represent the average of “changes in annual stock prices” 
measured as of December 31 for each 5- and 10-year period through 2014. Mr. 
Bourassa further notes that the data used in his stock price growth calculations was 
obtained from the Yahoo Finance website. In reviewing the work papers supporting 
Schedules D-4.4 and D-4.5, RUCO determined that for each of his sample 
companies Mr. Bourassa’s 5- and 10-year stock price growth rates were computed 
based on adjusted closing price as reported by Yahoo Finance, and not actual 
closing price. Please acknowledge that adjusted closing prices provided by Yahoo 
Finance represent a stock’s closing price adjusted for both “dividends and splits,” 
thus rendering Mr. Bourassa’s computations to be measures of 5- and 10-year total 
return, not 5- and 10-year measures of stock price growth. 

RESPONSE: Mr. Bourassa acknowledges that the adjusted stock prices reported by Yahoo 
Finance are adjusted for dividends and splits, but he denies his computations are measures 
of total return. The adjusted closing price is a way to compare the price of a stock before 
and after a stock split and/or dividend payment. In other words, it is a useful measure of 
the “real” closing price without being influenced by dividends or splits. As a result, 
Mr. Bourassa’s use of adjusted closing prices and comparing them are not measures of total 
return, rather they are measures of the real increases in the stock price. Mr. Bourassa 
suggests that RUCO visit the Yahoo Finance website and review the Help topic “About 
Historical Prices.” 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) CORP. 

RESPONSES TO RUCO’S THIRD SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 1 1,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: 

Address: 

Rate Consultant 

139 W. Wood Drive 
Phoenix, AZ 85029 

Company Response Number: 4.6 

Q. As noted in Direct (p. 33, lines 12-14), the equity risk premium employed by Mr. 
Bourassa in his Risk Premium Model (RPM) represents the bond-equity spread 
difference between the average total realized market return of his proxy group of 
water companies and the average annual long-term treasury yields over the 16-year 
historical period, 1999-2014. Mr. Bourassa presents his RPM findings in Schedule 
D-4.9, and as shown in footnote 1 of that schedule, states that the annual total return 
figures for his sample companies were computed using data from Value Line 
Analyzer software. RUCO has reviewed Mr. Bourassa’s cost of capital work papers 
relating to Schedule D-4.9, but is unable to reconcile his total return figure 
calculations for the following reasons: 

(i) With the exception of the total return figure reported for 2014 (i.e., 
14.98%), all other total return figures presented in Schedule D-4.9 (Le., for 
the 15-year period, 1999-20 13) have been hardcoded into the spreadsheet; 

(ii) The total return figure presented in Schedule D-4.9 for the year 2014 is 
linked to a separate tab in the work papers (tab: VL water; cell FH27); 
however, a review of the total return values shown in cell range FH5:FQ27 
of the “VL - water” tab indicate that total return values are provided only for 
the 10-year period, 2005-2014, and that these values, likewise, have been 
hardcoded into the spreadsheet; 

(iii) The “VL - water” tab contains no support for Mr. Bourassa’s annual total 
return figures reported for the 6-year period, 1999-2004 (not even hardcoded 
total return values are provided). 

In light of the above, please provide the following: 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) CORP. 

RESPONSES TO RUCO’S THIRD SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 1 1,20 1 5 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. WoodDrive 
Phoenix, AZ 85029 

(a) An explanation why Mr. Bourassa’s work papers supporting Schedule D- 
4.9 contain no support for the annual total return figures for his proxy 
group for the 6-year period, 1999-2004, 

(b) A spreadsheet containing all data inputs necessary to compute annual 
total return values for each of his seven sample companies over the 16- 
year period, 1999-20 14, and 

(c) A schedule, in Excel format with formulas intact, showing the 
computational methodology (i.e., arithmetic mean or geometric mean) 
employed by Mr. Bourassa when arriving at the annual total return values 
reported in Schedule D-4.9 for the period, 1999-2014. 

RESPONSE: 

(a) Mr. Bourassa notes on Schedule D-4.9 that the source for the data he used 
was from Value Line, which is publicly available information. 

(b) The Value Line data for the years 2005-2014 is contained in the Tab “VL 
Water” in the Excel work book “Cost of Capital BMSC.xls” which was 
previously provided as part of Mr. Bourassa’s work papers in response to 
RUCO Data Request 1.03. An additional Excel workbook containing the 
Value Line data for the years 1999-2005 is attached. See file “VL Water 
12-2008 .xis.’, 

(c) Mr. Bourassa does not compute total returns for each utility. He uses the 
total returns as reported by Value Line for each utility and then computes 
a composite average for the proxy group. Value Line defines “Total 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S THIRD SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

September 1 1 , 20 1 5 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. Wood Drive 
Phoenix, AZ 85029 

Return” (a stock’s total return) as the percentage increase in the value of 
a shareholder’s investment, assuming reinvestment of all dividends and 
adjusted for any stock splits. Total returns are shown for a range of time 
periods in the Value Line Investment Analyzer. Returns for periods 
longer than a year are annualized. An annualized return shows the yearly 
gain required to achieve a cumulative return. See also the Company’s 
responses to (a) and (b) above. 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S FIFTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

October 16,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. Wood Drive 
Phoenix, AZ 85029 

Company Response Number: 5.1 

Q. Note 1 of Bourassa Schedules D-4.4 and D-4.5 states that the figures appearing in 
column [ 11 of those schedules represent “[alverage of changes in annual stock prices 
ending on December 31, 2014. Data from Yahoo Finance website.” However, a 
review of the work papers (See “Price Growth” tab) supporting the figures shown 
in column [ 11 reveal that both the 5- and 10-year average annual changes in stock 
price for each of Mr. Bourassa’s sample companies are computed based on data 
ending December 3 1, 20 13, and not through December 3 1, 20 14, as indicated. In 
light of this fact, please (i) prepare amended restatements of Bourassa Schedules D- 
4.4 and D-4.5 to reflect 5- and 10-year average changes in stock price through 
December 3 1,20 14, in conformity with the information provided in Note 1, and (ii) 
provide RUCO with a copy of Mr. Bourassa’s work papers supporting these 
amended average changes in annual stock price ending December 3 1,20 14, in Excel 
format with formulas intact. 

RESPONSE: Mr. Bourassa will correct the footnote contained in the original filing. With 
respect to both the 5 and 10-year average annual changes in stock prices, below are the 5 
and 1 0-year average annual changes in stock prices ending on December 3 1, through 20 14 
with a comparison to the data set-forth on Schedule D-4.4 and D-4.5: 

5-year 
Annual Change 
in Stock Price 

As Oriqinallv Filed 
American States Water 16.07% 
Aqua America 11.70% 
California Water 4.27% 
Connecticut Water 12.77% 

5-year 
Annual Change 
in Stock Price 
throush 201 4 

20.90% 
17.36% 
9.86% 
11.97% 

1 0-year 
Annual Change 
in Stock Price 

As Orisinallv Filed 
12.91 % 
10.31 % 
10.19% 
6.58% 

1 0-year 
Annual Change 
in Stock Price 
through 2014 

15.60% 
10.53% 
6.87% 
7.23% 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S FIFTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-0236lA-15-0207 (CONSOLIDATED) 

October 16,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. Wood Drive 
Phoenix, AZ 85029 

Middlesex 8.36% 9.78% 4.38% 6.14% 
SJW Corp. 4.38% 10.88% 12.91 % 11.36% 
York Water Company 8.44% 13.52% 8.21 % 10.55% 

Average 9.43% 13.47% 9.35% 9.75% 

Note that the updated annual averages through the end of 2014 are higher. Had Mr. 
Bourassa used the updated annual averages, the indicated cost of cost of capital based on 
the DCF would have been higher. Accordingly, the indicated cost of capital for the proxy 
group would have been higher and Mr. Bourassa’s recommendation for the Company 
would also have been higher. Attached is an Excel worksheet used to compute the updated 
annual averages. 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) CORP. 

RESPONSES TO RUCO’S FIFTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

October 16,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. WoodDrive 
Phoenix, AZ 85029 

Company Response Number: 5.5 

Q. In response to RUCO Data Request 4.4, Mr. Bourassa acknowledges that adjusted 
closing prices reported by Yahoo Finance are adjusted for both dividends and splits, 
but denies that his computations of 5- and 10-year “changes in annual stock prices” 
as presented in column [ 11 of Schedules D-4.4 and D-4.5 represent measures of total 
return. 

Schedule D-4.9 presents the cost of equity estimates obtained from Mr. Bourassa’s 
Risk Premium Analysis based on Total Returns. In Note 1 of that schedule, Mr. 
Bourassa indicates that the Annual Total Return figures for his sample companies 
covering the period, 1999-2014, represent the “[c]omposite of average total returns 
for water utilities,” and that the source of this data was Value Line Analyzer 
software. 

To determine whether computations of share price growth obtained from Yahoo 
Finance adjusted closing prices represent measures of total return, RUCO has 
prepared a schedule (see attached) which compares the Annual Total Return figures 
presented by Mr. Bourassa in Schedule D-4.9 for the period, 2004-2014, to 
computations of annual returns obtained using adjusted closing prices as of the 
calendar year end (December 3 1, or last trading day) reported on the Yahoo Finance 
website for his sample companies over this same 2004-2014 period. As can be seen, 
for each year the annual return figures obtained utilizing Yahoo Finance adjusted 
closing prices are essentially identical to the annual total return figures obtained 
from Value Line Analyzer software, with the average annual difference between 
the two being .02% (i.e., two one-hundredths of one percent) over the 2004-2014 
period. 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) CORP. 

RESPONSES TO RUCO’S FIFTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-0236lA-15-0207 (CONSOLIDATED) 

October 16,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address : 139 W. Wood Drive 
Phoenix, AZ 85029 

In view of Mr. Bourassa’s denial that his computations of 5- and 10-year “changes 
in annual stock prices” as presented in column [ 11 of Schedules D-4.4 and D-4.5 are 
measures of total return, please respond to the following: 

a. Provide a plausible explanation as to how the total return figures 
presented by Mr. Bourassa in Schedule D-4.9 for the years 2004-2014 
based upon data obtained from Value Line Analyzer software are 
essentially identical to annual returns computed using Yahoo Finance 
adjusted closing prices, and 

b. To the extent Mr. Bourassa now has reason to believe that annual 
returns computed from Yahoo Finance adjusted closing prices 
represent measures of total return, acknowledge that the stock price 
growth rates reported in column [ l ]  of Schedules D-4.4 and D-4.5 
have been overstated. 

RESPONSE: 

a. Value Line measure of total return is the capital gain or loss for the 
stock price plus the dividends reinvested at month end for the past 12 
months, expressed as a percentage whereas the adjusted closing prices 
of stocks provided by Yahoo remove the impact of dividends from the 
stock price. In other words, the impact of dividends on the closing 
price of the stock is removed so as to provide a useful measure of the 
“real” closing price without being influenced by dividends or splits. 
In this way stock price growth and total returns are dissimilar. That 
said, Mr. Bourassa would expect the growth in the stock price and the 
total returns to be similar in magnitude because the two measures 



LIBERTY UTILITIES (BLACK MOUNTAIN SEWER) COW. 

RESPONSES TO RUCO’S FIFTH SET OF DATA REQUESTS 
DOCKET NOS. SW-02361A-15-0206 & SW-02361A-15-0207 (CONSOLIDATED) 

October 16,20 15 

Respondent: Thomas J. Bourassa, CPA 

Title: Rate Consultant 

Address: 139 W. Wood Drive 
Phoenix, AZ 85029 

share the dominant factor, the increase in the share price (capital 
appreciation). Mr. Bourassa suggests that RUCO visit the web page 
https://help.yahoo.com/kb/finance/historical-prices-sln23 1 1 .html for 
an explanation of adjusted closing price. 

b. Deny. The average stock price growth rates are not overstated. See 
the response to part a, above. 

https://help.yahoo.com/kb/finance/historical-prices-sln23


EXHIBITS 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. SW-02361A-15-0206 et al. 

100.00 $ 246.40 19.76% 19.79% 
100.00 218.50 16.92% 16.93% 

N/A N/A 9.41% 
100.00 173.70 11.68% 11.68% 
100.00 158.90 9.70% 9.74% 

5-Year Comparison 
Cumulative Total Returns on Investment 
December 31,2009 --December 31,2014 

$ 

Exhibit JAC-A 

100.00 164.00 
100.00 186.00 

As per 2014 Annual Report t o  Shareholders As per Yahoo Finance Adjusted Closing Price 
5-Year 5-Year 

Value of Value of Cumulative Compound Adjusted Adjusted 
Investment Investment Total Return Average Closing Price Closing Price 

as of as of With Dividend Total as of as of 
Company 12/31/2009 12/31/2014 Reinvestment Return 12/31/2014 12/31/2009 

10.40% 10.40% 
13.21% 13.20% 

1 American States Water 
2 Aqua America 
3 California Water 
4 Connecticut Water 
5 Middlesex Water 
6 SJW Corporation 
7 YorkWater 

s 37.03 
26.19 
24.08 
35.50 
22.47 
31.51 
22.75 

s 15.01 
11.98 
15.36 
20.43 
14.12 
19.22 
12.24 

N/A 5-Year information not available in Annual Report 

Sources for 2014 Annual ReDorts: 
AWR American States Water, 2014 Annual Report, p. 19. http://www.aswater.corn/ 
WTR Aqua America, 2014Annual Report, p. 70. httDs://www.aauaamerica.com/ 
CWT https://www.caIwater.corn/ 

CTWS Connecticut Water, 2014 Annual Report, p. 13. https://www.ctwater.com/ 
MSEX Middlesex Water Company, 2014 Annual Report, p.19. http://www.middlesexwater.corn/ 

SJW SJW Corp., 2014 Annual Report, p. 17. https://www.siwcorp.corn/ 
YORW York Water Company, 2014 Annual Report, p. 6. https://www.yorkwater.corn/index.asp 

http://www.aswater.corn
http://httDs://www.aauaamerica.com
https://www.caIwater.corn
https://www.ctwater.com
http://www.middlesexwater.corn
https://www.siwcorp.corn
https://www.yorkwater.corn/index.asp


Liberty Utilities (Black Mountain Sewer) Corp 
Test Year Ending December 31,2014 
Docket No. SW4236lA-154206. et al. 

Exhibit JAC-B 

Bourassa Schedule D-4.4 - As Filed 

[%I I21 P I  [41 

& W e &  

Five-vear historical averaqe annual chanqes 
Book 

American States Water AWR 16.07% 6.50% 13.00% 6.50% 
Aqua America W R  11.70% 6.00% 11.00% 7.00% 
California Water C W  4.27% 4.50% 4.00% 1.50% 
Conn. Water Services O W 5  12.77% 8.00% 8.00% 2.00% 
Middlesex Water MSEX 8.36% 3.00% 1.50% 1.50% 
SJW Corp. SJW 4.38% 2.50% NMF 3.50% 
York Water to.  YORW 8.4496 5.00% 5.00% 2.5ox 

[51 

Average 

10.52% 
8.92% 
3.57% 
7.69% 
3.59% 
3.46% 
5.23% 

[GI m 
Value Line Average of 
Projected Historical & 

EPS Growth Proiected Growth 
6.50% 8.51% 
8.00% 8.46% 
7.00% 5.28% 
6.50% 7.10% 
5.50% 4.55% 
6.50% 4.98% 
7.00"/. 6.11"/. 

Group Average 9.43% 5.07% 7.08% 3.50% 6.14% 6.71% 6.43% 

RUCO Restatement of Bourassa Schedule D-4.4 
Exclusive of Change in  Stock Price as a Proxy for Dividend Growth, and with 

All other Growth Metrics Updated as per Value Line 

American States Water 
Aqua America 
California Water 
Conn. Water Services 
Middlesex Water 
SJW Corp. 
York Water Co. 

Group Average 

PI PI 131 141 
Five-vear historical averaae annual chanqes 

Book 

AWR 6.50% 14.00% 8.50% 
WTR 6.50% 13.00% 7.00% 
CWT 5.00% 4.00% 2.00% 
CMlS 9.50% 9.00% 2.00% 
MSEX 3.00% 4.50% 1.50% 
SJW 3.50% 10.50% 3.00% 

YORW 4 . 5 0 % 6 . o o x 2 . 5 0 %  

[51 

Average 

9.67% 
8.83% 
3.67% 
6.83% 
3.00% 
5.67% 
4.339/. 

El (71 
Value Line Average of 
Projected Historical & 

EPS Growth Proiected Growth 
6.00% 7.83% 
7.50% 8.17% 
6.50% 5.08% 
4.50% 5.67% 
5.00% 4.00% 
1.50% 3.58% 
6.50% 5.42% 

5.50% 8.71% 3.79% 6.0G% 5.36% 5.68% 

Overstatement to Estimated Growth Rates from Bourassa Schedule 4-4, as filed: 0.14% 1.36% 0.75% 

Source: Value Line Investment Survey (October 16,2015) 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. 5W-0236lA-15-0206. et al. 

Overstatement to Estimated Growth Rates from Bourassa Schedule 4-5, as filed: 

Exhibit JAC-C 

0.69% 1.36% 1.02%1 

Bourassa Schedule 0-4.5 -- As Filed 

[11 P I  P I  141 

P r i c e ' W & &  

Ten-vear historical averaqe annual chanqes 
Book 

American States Water AWR 12.91% 5.50% 9.00% 4.00% 
Aqua America W T R  10.31% 8.00% 8.50% 7.50% 
California Water C W T  10.19% 5.50% 5.50% 1.00% 
Conn. Water Services CTWS 6.58% 6.00% 2.50% 1.50% 
Middlesex Water MSEX 4.38% 4.50% 3.50% 1.50% 
SJW Corp. SJW 12.91% 5.50% 3.50% 4.50% 
York Water Co. YORW 8.21% 7.0096 5.50% 4.5ox 

151 

Average 

7.85% 
8.58% 
5.55% 
4.14% 
3.47% 
6.60% 
6.3096 

161 
Value Line Average of 
Projected Historical & 

EP5 Growth Proiected Growth 
6.50% 7.18% 
8.00% 8.29% 
7.00% 6.27% 
6.50% 5.32% 
5.50% 4.48% 
6.50% 6.55% 
7.004/. 6.6596 

Group Average 9.35% 6.00% 5.43% 3.50% 6.07% 6.71% 6.39% 

RUCO Restatement of Bourassa Schedule D-4.5 
Exclusive of Change in Stock Price as a Proxy for Dividend Growth, and with 

All  other Growth Met r ia  Updated as per Value Line 

[11 P I  [31 141 

Price'%d&& 

Ten-vear historical averaqe annual chanqes 
Book 

American States Water AWR 6.00% 11.00% 5.50% 
Aqua America W T R  7.50% 8.50% 7.50% 
California Water CWT 5.50% 5.00% 1.50% 
Conn. Water Services CTW5 6.50% 4.00% 2.00% 
Middlesex Water M5EX 4.50% 4.00% 1.50% 
SJW Corp. SJW 6.00% 6.50% 4.00% 
York Water Co. YORW 6.50%5.5Ox4.00% 

[51 

Average 

7.50% 
7.83% 
4.00% 
4.17% 
3.33% 
5.50% 
5.33% 

A [71 
Value Line Average of 
Projected Historical & 

EPS Growth Proiected Growth 
6.00% 6.75% 
7.50% 7.67% 
6.50% 5.25% 
4.50% 4.33% 
5.00% 4.17% 
1.50% 3.50% 
6.50% 5.92% 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. SW-02361A-15-0206 et al. 

Exhibit JAC - D 

Bourassa Schedule 0-4.7 (Page 1) --As Filed 
Discounted Cash Flow Analysis 

DCF Constant Growth 

Line Corn Da nv 

American States Water 
Aqua America 
California Water 
Connecticut Water 
Middlesex Water 
SJW Corp. 
York Water 

GROUP AVERAGE 

Current Expected Value Line 
Dividend Dividend Projected 

Yield Yield EPS Growth 

(Po I Do) (P11 Do) (9) 

2.28% 2.42% + 6.50% 
2.64% 2.85% + 8.00% 
2.79% 2.99% + 7.00% 
3.04% 3.24% + 6.50% 
3.58% 3.78% + 5.50% 
2.62% 2.79% + 6.50% 
2.68% 2.87% + 7.00% 

2.80% 2.99% 6.71 % 

Indicated 
cost of 
Equity 

(K) 

- - 8.92% 
- 10.85% 
- 9.99% 
- - 9.74% 
- 9.28% 
- 9.29% 
- 9.87% 

- 
- 

- 
- 
- 

9.71 % 

Line Company 

1 American States Water 
2 Aqua America 
3 California Water 
4 Connecticut Water 
5 Middlesex Water 
6 SJW Corp. 
7 YorkWater 
8 
9 GROUP AVERAGE 
9 
9 

RUCO Restatement of Bourassa Schedule 0-4.7 (Page 1) 
Discounted Cash Flow Analysis 

DCF Constant Growth 
With Updated EPS Growth Metrics from Value Line 

Current 
Dividend 

Yield 
(Po I Do) 

2.28% 
2.64% 
2.79% 
3.04% 
3.58% 
2.62% 
2.68% 

2.80% 

Expected 
Dividend 

Yield 
P 1  I Do) 

2.41 yo 
2.83% 
2.97% 
3.18% 
3.76% 
2.66% 
2.85% 

2.95% 

Value Line 
Projected 

EPS Growth 

(9) 

+ 6.00% 

+ 6.50% 
+ 4.50% 
+ 5.00% 

+ 6.50% 

+ 7.50% 

+ 1 .So% 

5.36% 

.Indicated 
cost of 
Equity 

(K) 

- - 8.41 % 
- 10.33% 
- 9.47% 
- 7.68% 
- 8.76% 
- 4.16% 
- 9.35% 

- 
- 
- 
- 
- 
- 

8.31 % 

Reduction to DCF Indicated Cost of Equity 1.39% 

Source: Value Line Investment Survey (October 16. 2015) 



Liberty Utilities (Black Mountain Sewer) Corp. 
Test Year Ending December 31,2014 
Docket No. SW-02361A-15-0206 et al. 

Exhibit JAC - E 

Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 

ComDanv 

American States Water 
Aqua America 
California Water 
Connecticut Water 
Middlesex Water 
SJW Corp. 
York Water 

GROUP AVERAGE 

Bourassa Schedule 0-4.7 (Page 2) -- As Filed 
Discounted Cash Flow Analysis 

DCF Constant Growth 

Current Expected Average of Indicated 
Dividend Dividend Historical & Cost of 

Yield Yield Projected Equity 
(Po I Do) P 1  I Do) Growth (9) (K) 

2.28% 2.47% + 8.51% = 10.98% 
1 1.32% 2.64% 2.86% + 8.46% = 

2.79% 2.94% + 5.28% = 8.22% 
3.04% 3.26% + 7.10% = 10.36% 
3.58% 3.74% + 4.55% = 8.29% 
2.62% 2.75% + 4.98% = 7.73% 
2.68% 2.84% + 6.12% = 8.96% 

2.80% 2.98% 6.43% 9.41 % 

Line Company 

1 
2 
3 
4 
5 
6 
7 
8 
9 
9 
9 

American States Water 
Aqua America 
California Water 
Connecticut Water 
Middlesex Water 
SJW Corp. 
York Water 

GROUP AVERAGE 

RUCO Restatement of Bourassa Schedule D-4.7 (Page 2) 
Discounted Cash Flow Analysis 

DCF Constant Growth 
With Updated EPS Growth Metrics from Value Line 

Current Expected Average of Indicated 
Dividend Dividend Historical & Cost of 

Yield Yield Projected Equity 

2.28% 2.45% + 7.83% = 
2.64% 2.85% + 8.17% = 
2.79% 2.93% + 5.08% = 
3.04% 3.22% + 5.67% = 
3.58% 3.72% + 4.00% = 
2.62% 2.72% + 3.58% = 
2.68% 2.83% + 5.42% = 

10.29% 
11.02% 
8.02% 
8.88% 
7.72% 
6.30% 
8.24% 

2.80% 2.96% 5.68% 8.64% 

Reduction to  DCF Indicated Cost of Equity 0.77% 

Source: Value Line Investment Survey (October 16, 2015) 
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2.70% 
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30.69% 30.74% 

9.02% 8.99% 

Annual Total Returns 
Bourassa as Filed ws. Yahoo Finance Adjusted Closing Price 

2001 

2002 

As Per Yahoo Finance 

Adjusted Closing Price 

16.00% 16.56% 16.59% 

-4.16% -4.05% -4.05% 

Bourassa RUCO From 

As Filed Independently Bourassa 

Obtained Work Papers 

2004 

2005 

Annual 
Total 

13.78% 13.76% 13.76% 

19.02% 19.09% 19.06% 

Annual 
Total 

2006 

2007 

Annual 

Total 

15.86% 15.86% 15.87% 

-2.71% -2.73% -2.72% 

Year Return Return Return 

2008 

2009 

2010 

1999 

2000 

-1.87% -1.81% -1.82% 

-0.20% -0.20% -0.19% 

15.26% 15.27% 15.27% 

2011 

2012 

1.52% 1.55% 1.55% 

15.08% 15.08% 15.08% 

2003 I 23.72% 

2013 

2014 

23.94% 

20.34% 20.46% 20.44% 

14.98% 14.98% 14.98% 

23.96% I 

16-Year Average 10.97% 11.72% 11.72% 1 
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Comparison of Annual Total Returns, 1999-2014 
Bourassa as Filed vs. Yahoo Finance Adjusted Closing Price 

Line Year 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 

17 16-Year Average 

1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 

Yahoo Finance 
Adjusted Closing 

Eourassa As Filed Price 

Annual 
Total 

Annual 
Total 

Return Return 

26.28% 
2.70% 
16.00% 
-4.16% 
23.72% 
13.78% 
19.02% 
15.86% 
-2.71% 
-1.87% 
-0.20% 
15.26% 
1.52% 

15.08% 
20.34% 
14.98% 

30.69% 
9.02% 
16.56% 
-4.05% 
23.94% 
13.76% 
19.09% 
15.86% 
-2.73% 
-1.81% 
-0.20% 
15.27% 
1.55% 
15.08% 
20.46% 
14.98% 

I 10.97% 1 11.72% 

9.95% I 10.45% 18 15-Year Average i 
19 Difference: 16-Year vs. 15-Year 1.02% 1.27% 

Excess of Bourassa 16-Year average (Column [A], Line 17) over 
Yahoo Finance Adjusted Closing Price 15-Year average (Column [E], Line 18) 20 

1999 Total Return Exceeds 15-Year Average by 
21 Factor of: 1.64 

22 Factor of: 1.94 

Difference 

-4.41% 
-6.32% 
-0.56% 
-0.11% 
-0.22% 
0.01% 
-0.06% 
0.00% 
0.02% 
-0.05% 
0.00% 
-0.01% 
-0.03% 
0.00% 
-0.12% 
0.00% 

-0.74% 

-0.50% 

0.52% I 

Notes: 
Line 20: 
Line 21: 
Line 21: 

(Column [A], Line 17) - (Column [B], Line 18) 
(Column [A], Line 1) /(Column [A], Line 18) 
(Column [B], Line 1) / (Column [E], Line 18) 
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RUCO Restatement of B w r a ~ s a  Schedule D-4.9 
Risk Premium Analysis Based on Total Returns 

With Risk Premium Developed using Arithmetic and Geometric Means 

Analyrir of l b Y e a r  Period 1999 - 2014 Analyris of 1bYear  Period ZWO - 2014 

[AI [El [Cl /Dl [El [AI le1 [R [Dl [El 

bbem, Ut#li!es (81at.k Mountain Sewer) corp 
Ten Year Ending December 31,2014 

Docket No S W 0 2 3 6 ~ - 1 5 0 2 0 6  et at. 

Bouassa Schedule 0 4 . 9  -As Filed 
Risk Premium Analysis Based on Total Returns 

Year - 
1 1999 

2 2 o M  

3 2001 
4 2002 

5 2003 

6 2004 
7 2005 

8 2 M 6  
9 2007 

10 2008 

11 2 m  

12 2010 
13 2011 

14 2012 

15 2013 
16 2014 

17 16-VearAuerage 

Annual 
Total 

26.28% 

2.70% 
16.02% 

4.16% 

23.72% 

13.78% 

19.02% 

15.86% 
-2.71% 

-1.87% 

0 20% 
15.26% 

1.52% 

15.08% 

20.34% 
14.98% 

10.97% 

Sample AverageTotal Returns Sample AverageTotai Returns 
Long-Term Long-Term 

Treasury Annual Bounrra Compound Combined Treasury Adjusted Baunrra Compound Combined Treasury Adjusted 

Bond Rsk Arilhmetic Geometric Avcrsge Bond Risk Anthmetic Geometric Avenge Bond Risk 
Mean Mean Mean Vieidr Premiums - Yields Premiumr - -  Mean Mean Mean W Premiumr - - - - ~  

5.87% 
5.94% 

5.49% 

5.42% 

5.05% 

5.12% 

4.56% 

4.91% 
4.84% 

4.28% 

4.08% 
425% 

3.91% 

2.92% 

3.45% 

2.59% 

4.54% 

18 Expected Long-term Treasury Bond Rate 

19 ProiKtd Returns on EquityfotSampie 

20.41% 
-3.24% 

10.51% 

-9.58% 

18.67% 

8.66% 

14 46% 

10.95% 
-7.55% 

-6.15% 

-4.28% 
11.01% 

-2.39% 

12.16% 

16.89% 

12.39% 

6.43% 

4.2W 

10.63% 

26.28% 994% 

2.70% 9.94% 
16.00% 9.94% 

4.16% 9.94% 

23.72% 9.94% 

13.78% 9.94% 

19.02% 9.94% 

15.86% 994% 

-2.71% 9.94% 
-1.87% 9.94% 

0.20% 9.94% 
15.26% 9.94% 

1.52% 9.94% 

15.00% 9.94% 

20.34% 9.94% 

14.98% 9.94% 

16-YearAverage 10.97% 9.94% 

Cunent Yield on 30Vear U 5. Trearuty Bond 

RPM Cost of E q w -  RUCOAdjurted 

18.11% 

6.32% 

12.91% 

2.8% 

16.83% 

11.86% 

14.48% 

12.9016 
3.62% 

4.04% 

4.87% 
1 2 . m  

5.73% 

12.51% 

15.14% 
12.46% 

10.46% 

6 20% 
6.23% 

5.63% 

5.43% 

4.96% 

5.04% 

4.64% 

5.00% 

4.91% 

4.36% 

4.11% 
4.25% 

3.91% 

2.92% 

3.45% 
3.34% 

4.65% 

11.91% 

0.W 
7.34% 

-2.54% 

11.87% 

6.81% 

9.84% 

7.90% 
-1.25% 

0.32% 

0.75% 
8.35% 

1.82% 

9.59% 

11.69% 

9.12% 

2.70% 
16.00% 

-4.16% 
23.72% 
13.78% 

19.02% 

15.86% 

-2.71% 
-1.87% 

0.20% 
15.26% 

1.52% 

15.08% 

20.34% 

14.98% 

9 17% 
9.17% 

9.17% 

9.17% 
9.17% 

9.17% 

9.17% 
9.17% 

9.17% 

9.17% 
9.17% 

9.17% 

9.17% 

9.17% 

9.17% 

5.81% 1Siear Average 9.95% 9.17% 

2.93% Cunmt Yield 00 30Veat U.S. Treasury Bond 

RPM Cost of Equity - RUCO A d p r l d  0.74% 

5.94% 

12.58% 

2.51% 

16.45% 

11.47% 

14.10% 

12.51% 
3.23% 

3.65% 

4.48% 
12.22% 

5.34% 

12.12% 
14.75% 

12.01% 

9.56% 

6.23% 

5.63% 

5 43% 

4 96% 

5.04% 

4.64% 

5.00% 

4.91% 
4.36% 

4.11% 
4.25% 

3.91% 

2.92% 
3.45% 

3.34% 

4.55% 

0.30% 

6 95% 

-2 93% 

11.49% 
6.43% 

9.45% 
7.52% 

-1.68% 

0.71% 
0.37% 

7.96% 

1.43% 

9.2WX 

11.31% 
8.74% 

5.02% 

2.93% 

7.95% 

Notes: 
[AI: Annual Total Returns, as presented m Boumsl. Schduk 0-45.0.1 filed. 
[El: Computed uringvahoo Financeadprted &ring prices. 

[CI: ([AI +IB1112 
[Dl: Annual average long-term yield on U.S. Treasury Bonds. 

1999-2002: Due to an i n tend  yield curve, the yield on the 30year Bond was lower than the 20 year Bond. RUCO mtatement refle(ts the higher 20year  yield. 
2003-2005: 30Vear long-term Treasury Bond discontinued. RUCO rertaternent reflects the 2C-year Treasury Bond yield. 

2006-2009: Due 10 an interted yield curve, the yield on the 30vear Bond was lowerthan the 20 year Bond. RUCO restatement refleN the higher 20yearyield. 

2014: TheTreasury Bond yield reponed by Mr. Bourarra war understated. RUCO restatement reflects the actual 3Dyear annual average yield in 2014 

[El: [CI. IO1 

Note: The 2.93 percent a n e n t  yield on the 30year U.5. Treasury Bond irthe spot rate as of the dose of market trading on Friday, October 30. 2015. 
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Bourassa Schedule D-4.11 
-As  Filed - 

Traditional Capital Asset Pricing Model 
Historical and Current Market Risk Premia 

Rf + Beta X RPm - K - 

1 Historical Market Risk Premium CAPM 4.2% 0.74 7.00% 9.4% 

Exhibit JAC-I 

2 Current Market Risk Premium CAPM 4.2% 0.74 9.25% 11.0% 

3 Average CAPM Estimate 10.2% 

Bourassa Schedule D-4.11 
-As Adjusted by RUCO - 

Traditional Capital Asset Pricing Model 
Historical and Current Market Risk Premia 

R, + Beta x RPrn K 

1 Historical Market Risk Premium CAPM 2.93% 0.73 7.00% 8.03% 

2 Current Market Risk Premium CAPM 2.93% 0.73 6.12% 7.39% 

3 Average CAPM Estimate 7.71% 

Adjustment to reflect the current spot yield on the 30-year long-term US. Treasury bond as of Friday, October 30,2015. 

(Source: US. Department of the Treasury) 

(Source: Value Line Investment Survey, October 16,2015). 
* Adjustment to  reflect the updated sample average Beta for Mr. Bourassa's sample group of companies. 
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